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EFFECTIVE DATE OF 1990 AMENDMENT

Amendment by section 11531(b)(3) of Pub. L. 101-508
applicable to taxable years beginning after Dec. 31,
1990, see section 11531(c) of Pub. L. 101-508, set out as a
note under section 56 of this title.

EFFECTIVE DATE OF 1988 AMENDMENT

Amendment by Pub. L. 100-647 effective, except as
otherwise provided, as if included in the provision of
the Superfund Revenue Act of 1986, Pub. L. 99-499, title
V, to which it relates, see section 2001(e) of Pub. L.
100-647, set out as a note under section 56 of this title.

EFFECTIVE DATE

Section applicable to taxable years beginning after
Dec. 31, 1986, see section 516(c) of Pub. L. 99-499, set out
as an Effective Date of 1986 Amendment note under sec-
tion 26 of this title.

SAVINGS PROVISION

For provisions that nothing in amendment by section
11801 of Pub. L. 101-508 be construed to affect treatment
of certain transactions occurring, property acquired, or
items of income, loss, deduction, or credit taken into
account prior to Nov. 5, 1990, for purposes of determin-
ing liability for tax for periods ending after Nov. 5, 1990,
see section 11821(b) of Pub. L. 101-508, set out as a note
under section 45K of this title.

[PART VIII—-REPEALED]

[§59B. Repealed. Pub. L. 101-234, title I, § 102(a),
Dec. 13, 1989, 103 Stat. 1980]

Section, added Pub. L. 100-360, title I, §111(a), July 1,
1988, 102 Stat. 690, provided for imposition of a supple-
mental medicare premium.

EFFECTIVE DATE OF REPEAL

Section 102(d) of Pub. L. 101-234 provided that:

‘(1) IN GENERAL.—Except as provided in this sub-
section, the provisions of this section [repealing sec-
tion 1395i-1a of Title 42, The Public Health and Welfare,
enacting provisions set out as notes under section 6050F
of this title and section 1395t of Title 42, and repealing
provisions set out as a note under section 1395i-1a of
Title 42] shall take effect January 1, 1990.

‘(2) REPEAL OF SUPPLEMENTAL MEDICARE PREMIUM.—
The repeal of section 111 of MCCA [Pub. L. 100-360,
which enacted this section, amended section 6050F of
this title, and enacted provisions set out as notes
below] shall apply to taxable years beginning after De-
cember 31, 1988.”

EFFECTIVE DATE

Section 111(e) of Pub. L. 100-360, which provided that
the enactment of this section and the amendment of
section 6050F of this title applied to taxable years be-
ginning after December 31, 1988, and that in case of a
taxable year beginning in 1989, the premium imposed by
this section should not be treated as a tax for purposes
of applying section 6654 of this title, was repealed by
Pub. L. 101-234, title I, §102(a), Dec. 13, 1989, 103 Stat.
1980.

ANNOUNCEMENT OF SUPPLEMENTAL PREMIUM RATE

Section 111(d) of Pub. L. 100-360, which provided that
in the case of calendar year 1993 or any calendar year
thereafter (1) not later than July 1 of such calendar
year, the Secretary of the Treasury or his delegate was
required to make an announcement of the estimated
supplemental premium rate under this section for tax-
able years beginning in the following calendar year,
and (2) not later than October 1 of such calendar year,
the Secretary of the Treasury or his delegate was re-
quired to make an announcement of the actual supple-
mental premium rate under this section for such tax-
able years, was repealed by Pub. L. 101-234, title I,
§102(a), Dec. 13, 1989, 103 Stat. 1980.
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Subchapter B—Computation of Taxable Income

Part

1. Definition of gross income, adjusted gross in-
come, taxable income, etc.

1II. Items specifically included in gross income.

III1. Items specifically excluded from gross in-
come.

IV. Determination of marital status.!

V. Deductions for personal exemptions.

VI. Itemized deductions for individuals and cor-
porations.

VII. Additional itemized deductions for individ-
uals.

VIII. Special deductions for corporations.

IX. Items not deductible.

X. Terminal railroad corporations and their
shareholders.

XI. Special rules relating to corporate preference
items.

AMENDMENTS

1982—Pub. L. 97-248, title II, §204(c)(2), Sept. 3, 1982, 96
Stat. 427, added item for part XI.

1977—Pub. L. 95-30, title I, §101(e)(3), May 23, 1977, 91
Stat. 135, substituted ‘‘Determination of marital
status’ for ‘‘Standard deduction for individuals’ in
item for part IV.

1976—Pub. L. 94-455, title XIX, §1901(b)(4)(C), Oct. 4,
1976, 90 Stat. 1793, substituted ‘‘taxable income, etc.”
for ‘‘and taxable income.”’ in item for part I.

1962—Pub. L. 87-870, §1(b), Oct. 23, 1962, 76 Stat. 1160,
added item for part X.

PART I—DEFINITION OF GROSS INCOME,
ADJUSTED GROSS INCOME, TAXABLE IN-
COME, ETC.

Sec.

61. Gross income defined.

62. Adjusted gross income defined.

63. Taxable income defined.

64. Ordinary income defined.

65. Ordinary loss defined.

66. Treatment of community income.

67. 2-percent floor on miscellaneous itemized de-
ductions.

68. Overall limitation on itemized deductions.

AMENDMENTS

1990—Pub. L. 101-508, title XI, §11103(d), Nov. 5, 1990,
104 Stat. 1388-407, added item 68.

1986—Pub. L. 99-514, title I, §132(d), Oct. 22, 1986, 100
Stat. 2116, added item 67.

1984—Pub. L. 98-369, div. A, title IV, §424(b)(2)(C),
July 18, 1984, 98 Stat. 803, struck out ‘‘where spouses
live apart’ in item 66.

1980—Pub. L. 96-605, title I, §101(b), Dec. 28, 1980, 94
Stat. 3522, added item 66.

1976—Pub. L. 94-455, title XIX, §1901(b)(4)(A), (B), Oct.
4, 1976, 90 Stat. 1793, substituted “TAXABLE INCOME,
ETC.” for “AND TAXABLE INCOME” in part heading,
and added items 64 and 65.

§ 61. Gross income defined
(a) General definition

Except as otherwise provided in this subtitle,
gross income means all income from whatever
source derived, including (but not limited to)
the following items:

(1) Compensation for services, including fees,
commissions, fringe benefits, and similar
items;

(2) Gross income derived from business;

1Part heading amended by Pub. L. 99-514 without correspond-

ing amendment of analysis.
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(3) Gains derived from dealings in property;

(4) Interest;

(5) Rents;

(6) Royalties;

(7) Dividends;

(8) Alimony and separate maintenance pay-
ments;

(9) Annuities;

(10) Income from life insurance and endow-
ment contracts;

(11) Pensions;

(12) Income from discharge of indebtedness;

(13) Distributive share of partnership gross
income;

(14) Income in respect of a decedent; and

(15) Income from an interest in an estate or
trust.

(b) Cross references

For items specifically included in gross income,
see part II (sec. 71 and following). For items specifi-
cally excluded from gross income, see part III (sec.
101 and following).

(Aug. 16, 1954, ch. 736, 68A Stat. 17; Pub. L. 98-369,
div. A, title V, §531(c), July 18, 1984, 98 Stat. 884.)

AMENDMENTS

1984—Subsec. (a)(1). Pub. L. 98-369 inserted reference
to fringe benefits.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by Pub. L. 98-369 effective Jan. 1, 1985,
see section 531(h) of Pub. L. 98-369, set out as an Effec-
tive Date note under section 132 of this title.

TERMINATION DATE OF 1978 AMENDMENT

Pub. L. 95-615, §210(a), Nov. 8, 1978, 92 Stat. 3109, pro-
vided that: “Title I of this Act [probably means sec-
tions 1 to 8 of Pub. L. 95-615, see Short Title of 1978
Amendment note under section 1 of this title] (other
than sections 4 and 5 thereof) [amending section 167 of
this title, enacting provisions set out as notes under
this section and sections 61 and 62 of this title, and
amending provisions set out as notes under sections
117, 167, and 382 of this title] shall cease to have effect
on the day after the date of the enactment of this Act
[Nov. 8, 1978].”

REGULATIONS

Pub. L. 95427, §1, Oct. 7, 1978, 92 Stat. 996, as amended
by Pub. L. 96-167, §1, Dec. 29, 1979, 93 Stat. 1275; Pub. L.
97-34, title VIII, §801, Aug. 13, 1981, 95 Stat. 349; Pub. L.
99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘‘(a) IN GENERAL.—No fringe benefit regulation shall
be issued—

‘(1) in final form on or after May 1, 1978, and on or
before December 31, 1983, or
‘(2) in proposed or final form on or after May 1,

1978, if such regulation has an effective date on or be-

fore December 31, 1983.

*“(b) DEFINITION OF FRINGE BENEFIT REGULATION.—For
purposes of subsection (a), the term ‘fringe benefit reg-
ulation’ means a regulation providing for the inclusion
of any fringe benefit in gross income by reason of sec-
tion 61 of the Internal Revenue Code of 1986 [formerly
I.R.C. 1954].”

Pub. L. 95615, §3, Nov. 8, 1978, 92 Stat. 3097, as amend-
ed by Pub. L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, pro-
vided that no regulations be issued in final form on or
after Oct. 1, 1977, and before July 1, 1978, providing for
inclusion of any fringe benefit in gross income by rea-
son of section 61 of the Internal Revenue Code of 1986
[formerly I.R.C. 1954], ceased to have effect on the day
after Nov. 8, 1978, pursuant to section 210(a) of that Act.

NO GAIN RECOGNIZED FROM NET GIFTS MADE BEFORE
MARCH 4, 1981

Section 1026 of Pub. L. 98-369, as amended by Pub. L.
99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:
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‘‘(a) IN GENERAL.—In the case of any transfer of prop-
erty subject to gift tax made before March 4, 1981, for
purposes of subtitle A of the Internal Revenue Code of
1986 [formerly I.R.C. 1954, 26 U.S.C. 1 et seq.], gross in-
come of the donor shall not include any amount attrib-
utable to the donee’s payment of (or agreement to pay)
any gift tax imposed with respect to such gift.

‘“(b) GIFT TAX DEFINED.—For purposes of subsection
(a), the term ‘gift tax’ means—

‘(1) the tax imposed by chapter 12 of such Code [26

U.S.C. 2501 et seq.], and

“(2) any tax imposed by a State (or the District of

Columbia) on transfers by gifts.

‘“(c) STATUTE OF LIMITATIONS.—If refund or credit of
any overpayment of tax resulting from subsection (a) is
prevented on the date of the enactment of this Act
[July 18, 1984] (or at any time within 1 year after such
date) by the operation of any law or rule of law (includ-
ing res judicata), refund or credit of such overpayment
(to the extent attributable to subsection (a)) may nev-
ertheless be made or allowed if claim therefor is filed
within 1 year after the date of the enactment of this
Act.”

PAYMENT-IN-KIND TAX TREATMENT ACT OF 1983

Pub. L. 984, Mar. 11, 1983, 97 Stat. 7, as amended by
Pub. L. 98-369, div. A, title X, §1061(a), July 18, 1984, 98
Stat. 1046; Pub. L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095;
Pub. L. 100-647, title VI, §6252(a)(1), Nov. 10, 1988, 102
Stat. 37562, provided that:

“SECTION 1. SHORT TITLE.

“This Act may be cited as the ‘Payment-in-Kind Tax
Treatment Act of 1983’.

“SEC. 2. INCOME TAX TREATMENT OF AGRICUL-
TURAL COMMODITIES RECEIVED UNDER A 1983
PAYMENT-IN-KIND PROGRAM.

‘‘(a) INCOME TAX DEFERRAL, ETC.—Except as other-
wise provided in this Act, for purposes of the Internal
Revenue Code of 1986 [formerly I.R.C. 1954]—

‘(1) a qualified taxpayer shall not be treated as
having realized income when he receives a commod-
ity under a 1983 payment-in-kind program,

‘“(2) such commodity shall be treated as if it were
produced by such taxpayer, and

“(3) the unadjusted basis of such commodity in the
hands of such taxpayer shall be zero.

‘“(b) EFFECTIVE DATE.—This section shall apply to
taxable years ending after December 31, 1982, but only
with respect to commodities received for the 1983 crop
year.

“SEC. 3. LAND DIVERTED UNDER 1983 PAYMENT-IN-
KIND PROGRAM TREATED AS USED IN FARM-
ING BUSINESS, ETC.

‘“(a) GENERAL RULE.—For purposes of the provisions
specified in subsection (b), in the case of any land di-
verted from the production of an agricultural commod-
ity under a 1983 payment-in-kind program—

‘(1) such land shall be treated as used during the
1983 crop year by the qualified taxpayer in the active
conduct of the trade or business of farming, and

‘(2) any qualified taxpayer who materially partici-
pates in the diversion and devotion to conservation
uses required under a 1983 payment-in-kind program
shall be treated as materially participating in the op-
eration of such land during such crop year.

“(b) PROVISIONS TO WHICH SUBSECTION (a) APPLIES.—
The provisions specified in this subsection are—

‘(1) section 2032A of the Internal Revenue Code of
1986 (relating to valuation of certain farm, etc., real
property),

‘(2) section 6166 of such Code (relating to extension
of time for payment of estate tax where estate con-
sists largely of interest in closely held business),

‘“(3) chapter 2 of such Code (relating to tax on self-
employment income), and

‘“(4) title II of the Social Security Act [42 U.S.C. 401
et seq.] (relating to Federal old-age, survivors, and
disability insurance benefits).
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“SEC. 4. ANTIABUSE RULES.

‘‘(a) GENERAL RULE.—In the case of any person, sec-
tions 2 and 3 of this Act shall not apply with respect to
any land acquired by such person after February 23,
1983, unless such land was acquired in a qualified acqui-
sition.

““(b) QUALIFIED ACQUISITION.—For purposes of this
section, the term ‘qualified acquisition’ means any ac-
quisition—

‘(1) by reason of the death of a qualified transferor,

‘(2) by reason of a gift from a qualified transferor,
or

“(3) from a qualified transferor who is a member of
the family of the person acquiring the land.

‘‘(c) DEFINITIONS AND SPECIAL RULES.—For purposes
of this section—

‘(1) QUALIFIED TRANSFEROR.—The term ‘qualified
transferor’ means any person—

‘“(A) who held the land on February 23, 1983, or
“(B) who acquired the land after February 23,

1983, in a qualified acquisition.

‘“(2) MEMBER OF FAMILY.—The term ‘member of the
family’ has the meaning given such term by section
2032A(e)(2) of the Internal Revenue Code of 1986.

¢“(3) MERE CHANGE IN FORM OF BUSINESS.—Subsection
(a) shall not apply to any change in ownership by rea-
son of a mere change in the form of conducting the
trade or business so long as the land is retained in
such trade or business and the person holding the
land before such change retains a direct or indirect
80-percent interest in such land.

‘(4) TREATMENT OF CERTAIN ACQUISITIONS OF RIGHT
TO THE CROP.—The acquisition of a direct or indirect
interest in 80 percent or more of the crop from any
land shall be treated as an acquisition of such land.

“SEC. 5. DEFINITIONS AND SPECIAL RULES.
‘‘(a) GENERAL RULE.—For purposes of this Act—

‘(1) 1983 PAYMENT-IN-KIND PROGRAM.—The term ‘1983
payment-in-kind program’ means any program for
the 1983 crop year—

“(A) under which the Secretary of Agriculture (or
his delegate) makes payments in kind of any agri-
cultural commodity to any person in return for—

‘(i) the diversion of farm acreage from the pro-
duction of an agricultural commodity, and

‘“(ii) the devotion of such acreage to conserva-
tion uses, and

‘(B) which the Secretary of Agriculture certifies
to the Secretary of the Treasury as being described
in subparagraph (A).

‘“(2) CROP YEAR.—The term ‘1983 crop year’ means
the crop year for any crop the planting or harvesting
period for which occurs during 1983. The term ‘1984
crop year’ means the crop year for wheat the planting
and harvesting period for which occurs during 1984.

‘(3) QUALIFIED TAXPAYER.—The term ‘qualified tax-
payer’ means any producer of agricultural commod-
ities (within the meaning of the 1983 payment-in-kind
programs) who receives any agricultural commodity
in return for meeting the requirements of clauses (i)
and (ii) of paragraph (1)(A).

“(4) RECEIPT INCLUDES RIGHT TO RECEIVE, ETC.—A
right to receive (or other constructive receipt of) a
commodity shall be treated the same as actual re-
ceipt of such commodity.

“(6) AMOUNTS RECEIVED BY THE TAXPAYER AS REIM-
BURSEMENT FOR STORAGE.—A qualified taxpayer re-
porting on the cash receipts and disbursements meth-
od of accounting shall not be treated as being enti-
tled to receive any amount as reimbursement for
storage of commodities received under a 1983 pay-
ment-in-kind program until such amount is actually
received by the taxpayer.

‘(6) COMMODITY CREDIT LOANS TREATED SEPA-
RATELY.—Subsection (a) of section 2 shall apply to
the receipt of any commodity under a 1983 payment-
in-kind program separately from, and without taking
into account, any related transaction or series of
transactions involving the satisfaction of loans from
the Commodity Credit Corporation.
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““(b) EXTENSION TO WHEAT PLANTED AND HARVESTED IN
1984.—In the case of wheat—

‘(1) any reference in this Act to the 1983 crop year
shall include a reference to the 1984 crop year, and

‘“(2) any reference to the 1983 payment-in-kind pro-
gram shall include a reference to any program for the

1984 year for wheat which meets the requirements of

subparagraphs (A) and (B) of subsection (a)(1).

““(c) REGULATIONS.—The Secretary of the Treasury or
his delegate (after consultation with the Secretary of
Agriculture) shall prescribe such regulations as may be
necessary to carry out the purposes of this Act, includ-
ing (but not limited to) such regulations as may be nec-
essary to carry out the purposes of this Act where the
commodity is received by a cooperative on behalf of the
qualified taxpayer.”

[Section 1061(b) of Pub. L. 98-369 provided that: ‘““The
amendments made by this section [amending Pub. L.
98-4 set out above] shall apply with respect to commod-
ities received for the 1984 crop year (as defined in sec-
tion 5(a)(2) of the Payment-in-Kind Tax Treatment Act
of 1983 [Pub. L. 984, set out above] as amended by sub-
section (a)).”’]

CANCELLATION OF CERTAIN STUDENT LOANS

Pub. L. 94-455, title XXI, §2117, Oct. 4, 1976, 90 Stat.
1911, as amended by Pub. L. 95-600, title I, §162, Nov. 6,
1978, 92 Stat. 2810; Pub. L. 99-514, §2, Oct. 22, 1986, 100
Stat. 2095, provided that no amount be included in
gross income of an individual for purposes of 26 U.S.C.
61 by reason of the discharge made before Jan. 1, 1983
of the indebtedness of the individual under a student
loan if the discharge was pursuant to a provision of the
loan under which the indebtedness of the individual
would be discharged if the individual worked for a cer-
tain period of time in certain geographical areas or for
certain classes of employers.

REGULATIONS RELATING TO TAX TREATMENT OF CER-
TAIN PREPUBLICATION EXPENDITURES OF PUBLISHERS

Pub. L. 94455, title XXI, §2119, Oct. 4, 1976, 90 Stat.
1912, as amended by Pub. L. 99-514, §2, Oct. 22, 1986, 100
Stat. 2095, provided that:

‘‘(a) GENERAL RULE.—With respect to taxable years
beginning on or before the date on which regulations
dealing with prepublication expenditures are issued
after the date of the enactment of this Act [Oct. 4,
1976], the application of sections 61 (as it relates to cost
of goods sold), 162, 174, 263, and 471 of the Internal Reve-
nue Code of 1986 [formerly I.R.C. 1954] to any bpre-
publication expenditure shall be administered—

‘(1) without regard to Revenue Ruling 73-395, and

‘(2) in the manner in which such sections were ap-
plied consistently by the taxpayer to such expendi-
tures before the date of the issuance of such revenue
ruling.

‘“(b) REGULATIONS TO BE PROSPECTIVE ONLY.—AnNy
regulations issued after the date of the enactment of
this Act [Oct. 4, 1976] which deal with the application
of sections 61 (as it relates to cost of goods sold), 162,
174, 263, and 471 of the Internal Revenue Code of 1986 to
prepublication expenditures shall apply only with re-
spect to taxable years beginning after the date on
which such regulations are issued.

‘“(c) PREPUBLICATION EXPENDITURES DEFINED.—For
purposes of this section, the term ‘prepublication ex-
penditures’ means expenditures paid or incurred by the
taxpayer (in connection with his trade or business of
publishing) for the writing, editing, compiling, illus-
trating, designing, or other development or improve-
ment of a book, teaching aid, or similar product.”

REIMBURSEMENT OF MOVING EXPENSES OF EMPLOYEES
OF CERTAIN CORPORATIONS EXCLUDED FROM GROSS
INCOME; CLAIM FOR REFUND OR CREDIT; LIMITATIONS;
INTEREST

Pub. L. 86-780, §5, Sept. 14, 1960, 74 Stat. 1013, provided
for the exclusion from gross income of any amount re-
ceived after Dec. 31, 1949, and before Oct. 1, 1955, by em-
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ployees of certain corporations as reimbursement for
moving expenses, and the refund or credit of any over-
payments.

§ 62. Adjusted gross income defined

(a) General rule

For purposes of this subtitle, the term ‘‘ad-
justed gross income’ means, in the case of an
individual, gross income minus the following de-
ductions:

(1) Trade and business deductions

The deductions allowed by this chapter
(other than by part VII of this subchapter)
which are attributable to a trade or business
carried on by the taxpayer, if such trade or
business does not consist of the performance
of services by the taxpayer as an employee.

(2) Certain trade and business deductions of
employees

(A) Reimbursed expenses of employees

The deductions allowed by part VI (section
161 and following) which consist of expenses
paid or incurred by the taxpayer, in connec-
tion with the performance by him of services
as an employee, under a reimbursement or
other expense allowance arrangement with
his employer. The fact that the reimburse-
ment may be provided by a third party shall
not be determinative of whether or not the
preceding sentence applies.

(B) Certain expenses of performing artists

The deductions allowed by section 162
which consist of expenses paid or incurred by
a qualified performing artist in connection
with the performances by him of services in
the performing arts as an employee.

(C) Certain expenses of officials

The deductions allowed by section 162
which consist of expenses paid or incurred
with respect to services performed by an of-
ficial as an employee of a State or a political
subdivision thereof in a position com-
pensated in whole or in part on a fee basis.

(D) Certain expenses of elementary and sec-
ondary school teachers

In the case of taxable years beginning dur-
ing 2002, 2003, 2004, 2005, 2006, 2007, 2008, 2009,
2010, or 2011, the deductions allowed by sec-
tion 162 which consist of expenses, not in ex-
cess of $250, paid or incurred by an eligible
educator in connection with books, supplies
(other than nonathletic supplies for courses
of instruction in health or physical edu-
cation), computer equipment (including re-
lated software and services) and other equip-
ment, and supplementary materials used by
the eligible educator in the classroom.

(E) Certain expenses of members of reserve
components of the Armed Forces of the
United States

The deductions allowed by section 162
which consist of expenses, determined at a
rate not in excess of the rates for travel ex-
penses (including per diem in lieu of subsist-
ence) authorized for employees of agencies
under subchapter I of chapter 57 of title 5,

United States Code, paid or incurred by the
taxpayer in connection with the perform-
ance of services by such taxpayer as a mem-
ber of a reserve component of the Armed
Forces of the United States for any period
during which such individual is more than
100 miles away from home in connection
with such services.

(3) Losses from sale or exchange of property

The deductions allowed by part VI (sec. 161
and following) as losses from the sale or ex-
change of property.

(4) Deductions attributable to rents and royal-
ties

The deductions allowed by part VI (sec. 161
and following), by section 212 (relating to ex-
penses for production of income), and by sec-
tion 611 (relating to depletion) which are at-
tributable to property held for the production
of rents or royalties.

(5) Certain deductions of life tenants and in-
come beneficiaries of property

In the case of a life tenant of property, or an
income beneficiary of property held in trust,
or an heir, legatee, or devisee of an estate, the
deduction for depreciation allowed by section
167 and the deduction allowed by section 611.

(6) Pension, profit-sharing, and annuity plans
of self-employed individuals

In the case of an individual who is an em-
ployee within the meaning of section 401(c)(1),
the deduction allowed by section 404.

(7) Retirement savings

The deduction allowed by section 219 (relat-
ing to deduction of certain retirement sav-
ings).

[(8) Repealed. Pub. L. 104-188, title I,
§1401(b)(4), Aug. 20, 1996, 110 Stat. 1788]

(9) Penalties forfeited because of premature
withdrawal of funds from time savings ac-
counts or deposits

The deductions allowed by section 165 for
losses incurred in any transaction entered into
for profit, though not connected with a trade
or business, to the extent that such losses in-
clude amounts forfeited to a bank, mutual
savings bank, savings and loan association,
building and loan association, cooperative
bank or homestead association as a penalty
for premature withdrawal of funds from a time
savings account, certificate of deposit, or
similar class of deposit.

(10) Alimony

The deduction allowed by section 215.
(11) Reforestation expenses

The deduction allowed by section 194.

(12) Certain required repayments of supple-
mental unemployment compensation bene-
fits

The deduction allowed by section 165 for the
repayment to a trust described in paragraph

(9) or (17) of section 501(c) of supplemental un-

employment compensation benefits received

from such trust if such repayment is required
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because of the receipt of trade readjustment
allowances under section 231 or 232 of the
Trade Act of 1974 (19 U.S.C. 2291 and 2292).

(13) Jury duty pay remitted to employer

Any deduction allowable under this chapter
by reason of an individual remitting any por-
tion of any jury pay to such individual’s em-
ployer in exchange for payment by the em-
ployer of compensation for the period such in-
dividual was performing jury duty. For pur-
poses of the preceding sentence, the term
‘“‘jury pay’” means any payment received by
the individual for the discharge of jury duty.
(14) Deduction for clean-fuel vehicles and cer-

tain refueling property

The deduction allowed by section 179A.
(15) Moving expenses

The deduction allowed by section 217.
(16) Archer MSAs

The deduction allowed by section 220.
(17) Interest on education loans

The deduction allowed by section 221.
(18) Higher education expenses

The deduction allowed by section 222.
(19) Health savings accounts

The deduction allowed by section 223.
(20) Costs involving discrimination suits, etc.

Any deduction allowable under this chapter
for attorney fees and court costs paid by, or on
behalf of, the taxpayer in connection with any
action involving a claim of unlawful discrimi-
nation (as defined in subsection (e)) or a claim
of a violation of subchapter III of chapter 37 of
title 31, United States Code! or a claim made
under section 1862(b)(3)(A) of the Social Secu-
rity Act (42 U.S.C. 1395y(b)(3)(A)). The preced-
ing sentence shall not apply to any deduction
in excess of the amount includible in the tax-
payer’s gross income for the taxable year on
account of a judgment or settlement (whether
by suit or agreement and whether as lump sum
or periodic payments) resulting from such
claim.

(21) Attorneys fees relating to awards to
whistleblowers

Any deduction allowable under this chapter
for attorney fees and court costs paid by, or on
behalf of, the taxpayer in connection with any
award under section 7623(b) (relating to awards
to whistleblowers). The preceding sentence
shall not apply to any deduction in excess of
the amount includible in the taxpayer’s gross
income for the taxable year on account of such
award.
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(A) such individual performed services in
the performing arts as an employee during
the taxable year for at least 2 employers,

(B) the aggregate amount allowable as a
deduction under section 162 in connection
with the performance of such services ex-
ceeds 10 percent of such individual’s gross
income attributable to the performance of
such services, and

(C) the adjusted gross income of such indi-
vidual for the taxable year (determined
without regard to subsection (a)(2)(B)) does
not exceed $16,000.

(2) Nominal employer not taken into account

An individual shall not be treated as per-
forming services in the performing arts as an
employee for any employer during any taxable
year unless the amount received by such indi-
vidual from such employer for the perform-
ance of such services during the taxable year
equals or exceeds $200.

(3) Special rules for married couples
(A) In general

Except in the case of a husband and wife
who lived apart at all times during the tax-
able year, if the taxpayer is married at the
close of the taxable year, subsection (a)(2)(B)
shall apply only if the taxpayer and his
spouse file a joint return for the taxable
year.

(B) Application of paragraph (1)

In the case of a joint return—

(i) paragraph (1) (other than subpara-
graph (C) thereof) shall be applied sepa-
rately with respect to each spouse, but

(ii) paragraph (1)(C) shall be applied with
respect to their combined adjusted gross
income.

(C) Determination of marital status

For purposes of this subsection, marital
status shall be determined under section
7703(a).

(D) Joint return

For purposes of this subsection, the term
“‘joint return” means the joint return of a
husband and wife made under section 6013.

(c) Certain arrangements not treated as reim-
bursement arrangements

For purposes of subsection (a)(2)(A), an ar-
rangement shall in no event be treated as a re-
imbursement or other expense allowance ar-
rangement if—

(1) such arrangement does not require the
employee to substantiate the expenses covered
by the arrangement to the person providing

the reimbursement, or
(2) such arrangement provides the employee
. X R the right to retain any amount in excess of the
(b) Qualified performing artist substantiated expenses covered under the ar-
(1) In general rangement.

For purposes of subsection (a)(2)(B), the The substantiation requirements of the preced-
term ‘‘qualified performing artist’”” means, ing sentence shall not apply to any expense to
with respect to any taxable year, any individ- the extent that substantiation is not required
ual if— under section 274(d) for such expense by reason

- of the regulations prescribed under the 2nd sen-
180 in original. Probably should be followed by a comma. tence thereof.

Nothing in this section shall permit the same
item to be deducted more than once.
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(d) Definition; special rules
(1) Eligible educator
(A) In general

For purposes of subsection (a)(2)(D), the
term ‘‘eligible educator’” means, with re-
spect to any taxable year, an individual who
is a kindergarten through grade 12 teacher,
instructor, counselor, principal, or aide in a
school for at least 900 hours during a school
year.

(B) School

The term ‘‘school” means any school
which provides elementary education or sec-
ondary education (kindergarten through
grade 12), as determined under State law.

(2) Coordination with exclusions

A deduction shall be allowed under sub-
section (a)(2)(D) for expenses only to the ex-
tent the amount of such expenses exceeds the
amount excludable under section 135, 529(c)(1),
or 530(d)(2) for the taxable year.

(e) Unlawful discrimination defined

For purposes of subsection (a)(20), the term
“unlawful discrimination” means an act that is
unlawful under any of the following:

(1) Section 302 of the Civil Rights Act of 1991
(2 U0.8.C. 1202).2

(2) Section 201, 202, 203, 204, 205, 206, or 207 of
the Congressional Accountability Act of 1995
(2 U.S.C. 1311, 1312, 1313, 1314, 1315, 1316, or
1317).

(3) The National Labor Relations Act (29
U.S.C. 151 et seq.).

(4) The Fair Labor Standards Act of 1938 (29
U.S.C. 201 et seq.).

() Section 4 or 15 of the Age Discrimination
in Employment Act of 1967 (29 U.S.C. 623 or
633a).

(6) Section 501 or 504 of the Rehabilitation
Act of 1973 (29 U.S.C. 791 or 794).

(7) Section 510 of the Employee Retirement
Income Security Act of 1974 (29 U.S.C. 1140).

(8) Title IX of the Education Amendments of
1972 (20 U.S.C. 1681 et seq.).

(9) The Employee Polygraph Protection Act
of 1988 (29 U.S.C. 2001 et seq.).

(10) The Worker Adjustment and Retraining
Notification Act (29 U.S.C. 2102 et seq.).

(11) Section 105 of the Family and Medical
Leave Act of 1993 (29 U.S.C. 2615).

(12) Chapter 43 of title 38, United States Code
(relating to employment and reemployment
rights of members of the uniformed services).

(13) Section 1977, 1979, or 1980 of the Revised
Statutes (42 U.S.C. 1981, 1983, or 1985).

(14) Section 703, 704, or 717 of the Civil Rights
Act of 1964 (42 U.S.C. 2000e-2, 2000e-3, or
2000e-16).

(15) Section 804, 805, 806, 808, or 818 of the
Fair Housing Act (42 U.S.C. 3604, 3605, 3606,
3608, or 3617).

(16) Section 102, 202, 302, or 503 of the Ameri-
cans with Disabilities Act of 1990 (42 U.S.C.
12112, 12132, 12182, or 12203).

(17) Any provision of Federal law (popularly
known as whistleblower protection provisions)

2See References in Text note below.
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prohibiting the discharge of an employee, the
discrimination against an employee, or any
other form of retaliation or reprisal against an
employee for asserting rights or taking other
actions permitted under Federal law.

(18) Any provision of Federal, State, or local
law, or common law claims permitted under
Federal, State, or local law—

(i) providing for the enforcement of civil
rights, or

(ii) regulating any aspect of the employ-
ment relationship, including claims for
wages, compensation, or benefits, or prohib-
iting the discharge of an employee, the dis-
crimination against an employee, or any
other form of retaliation or reprisal against
an employee for asserting rights or taking
other actions permitted by law.

(Aug. 16, 1954, ch. 736, 68A Stat. 17; Pub. L. 87-792,
§7(b), Oct. 10, 1962, 76 Stat. 828; Pub. L. 88-272,
title II, §213(b), Feb. 26, 1964, 78 Stat. 52; Pub. L.
91-172, title V, §531(b), Dec. 30, 1969, 83 Stat. 655;
Pub. L. 93-406, title II, §§2002(a)(2), 2005(c)(9),
Sept. 2, 1974, 88 Stat. 959, 992; Pub. L. 93-483,
§6(a), Oct. 26, 1974, 88 Stat. 1458; Pub. L. 94-455,
title V, §502(a), title XV, §1501(b)(1), title XIX,
§1901(a)(8), (9), Oct. 4, 1976, 90 Stat. 1559, 1735,
1765; Pub. L. 95-615, §203(b), Nov. 8, 1978, 92 Stat.
3106; Pub. L. 96-451, title III, §301(b), Oct. 14, 1980,
94 Stat. 1990; Pub. L. 96-608, §3(a), Dec. 28, 1980,
94 Stat. 3551; Pub. L. 97-34, title I, §§103(Db),
112(b)(2), title III, §311(h)(1), Aug. 13, 1981, 95
Stat. 187, 195, 282; Pub. L. 97-354, §5(a)(17), Oct.
19, 1982, 96 Stat. 1693; Pub. L. 98-369, div. A, title
IV, §491(d)(2), July 18, 1984, 98 Stat. 849; Pub. L.
99-514, title I, §§131(b)(1), 132(b), (c), title III,
§301(b)(1), title XVIII, §1875(c)(3), Oct. 22, 1986,
100 Stat. 2113, 2115, 2116, 2217, 2894; Pub. L.
100485, title VII, §702(a), Oct. 13, 1988, 102 Stat.
2426; Pub. L. 100-647, title I, §1001(b)(3)(A), title
VI, §6007(b), Nov. 10, 1988, 102 Stat. 3349, 3687;
Pub. L. 101-508, title XI, §11802(e)(1), Nov. 5, 1990,
104 Stat. 1388-530; Pub. L. 102-318, title V,
§521(b)(2), July 3, 1992, 106 Stat. 310; Pub. L.
102486, title XIX, §1913(a)(2), Oct. 24, 1992, 106
Stat. 3019; Pub. L. 103-66, title XIII, §13213(c)(1),
Aug. 10, 1993, 107 Stat. 474; Pub. L. 104-188, title
I, §1401(b)(4), Aug. 20, 1996, 110 Stat. 1788; Pub. L.
104-191, title III, §301(b), Aug. 21, 1996, 110 Stat.
2048; Pub. L. 105-34, title II, §202(b), title IX,
§975(a), Aug. 5, 1997, 111 Stat. 808, 898; Pub. L.
106-554, §1(a)(7) [title II, §202(b)(1)], Dec. 21, 2000,
114 Stat. 2763, 2763A-629; Pub. L. 107-16, title IV,
§431(b), June 7, 2001, 115 Stat. 68; Pub. L. 107-147,
title IV, §406(a), (b), Mar. 9, 2002, 116 Stat. 43;
Pub. L. 108-121, title I, §109(b), Nov. 11, 2003, 117
Stat. 1341; Pub. L. 108-173, title XII, §1201(b),
Dec. 8, 2003, 117 Stat. 2476, Pub. L. 108-311, title
III, §307(a), Oct. 4, 2004, 118 Stat. 1179; Pub. L.
108-357, title VII, §703(a), (b), Oct. 22, 2004, 118
Stat. 15646, 1547; Pub. L. 109-135, title IV, §412(q),
Dec. 21, 2005, 119 Stat. 2638; Pub. L. 109-432, div.
A, title I, §108(a), title IV, §406(a)(3), Dec. 20,
2006, 120 Stat. 2939, 2959; Pub. L. 110-343, div. C,
title II, §203(a), Oct. 3, 2008, 122 Stat. 3864; Pub.
L. 111-312, title VII, §721(a), Dec. 17, 2010, 124
Stat. 3316.)

AMENDMENT OF SECTION

For termination of amendment by section 901
of Pub. L. 107-16, see Effective and Termination
Dates of 2001 Amendment note below.
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REFERENCES IN TEXT

Section 302 of the Civil Rights Act of 1991, referred to
in subsec. (e)(1), was formerly classified to section 1202
of Title 2, The Congress, and was transferred to section
2000e-16b of Title 42, The Public Health and Welfare.

The National Labor Relations Act, referred to in sub-
sec. (e)(3), is act July 5, 1935, ch. 372, 49 Stat. 449, as
amended, which is classified generally to subchapter II
(§151 et seq.) of chapter 7 of Title 29, Labor. For com-
plete classification of this Act to the Code, see section
167 of Title 29 and Tables.

The Fair Labor Standards Act of 1938, referred to in
subsec. (e)(4), is act June 25, 1938, ch. 676, 52 Stat. 1060,
as amended, which is classified generally to chapter 8
(§201 et seq.) of Title 29, Labor. For complete classifica-
tion of this Act to the Code, see section 201 of Title 29
and Tables.

The Education Amendments of 1972, referred to in
subsec. (e)(8), is Pub. L. 92-318, June 23, 1972, 86 Stat.
235, as amended. Title IX of the Act, known as the
Patsy Takemoto Mink Equal Opportunity in Education
Act, is classified principally to chapter 38 (§1681 et seq.)
of Title 20, Education. For complete classification of
title IX to the Code, see Short Title note set out under
section 1681 of Title 20 and Tables.

The Employee Polygraph Protection Act of 1988, re-
ferred to in subsec. (e)(9), is Pub. L. 100-347, June 27,
1988, 102 Stat. 646, as amended, which is classified gen-
erally to chapter 22 (§2001 et seq.) of Title 29, Labor.
For complete classification of this Act to the Code, see
Short Title note set out under section 2001 of Title 29
and Tables.

The Worker Adjustment and Retraining Notification
Act, referred to in subsec. (e)(10), is Pub. L. 100-379,
Aug. 4, 1988, 102 Stat. 890, as amended, which is classi-
fied generally to chapter 23 (§2101 et seq.) of Title 29,
Labor. For complete classification of this Act to the
Code, see Short Title note set out under section 2101 of
Title 29 and Tables.

AMENDMENTS

2010—Subsec. (a)(2)(D). Pub. L. 111-312 substituted
2009, 2010, or 2011 for ‘‘or 2009°.

2008—Subsec. (a)(2)(D). Pub. L. 110-343 substituted
2007, 2008, or 2009 for ‘‘or 2007’.

2006—Subsec. (a)(2)(D). Pub. L. 109432, §108(a), sub-
stituted 2005, 2006, or 2007’ for ‘‘or 2005.

Subsec. (a)(21). Pub. L. 109-432, §406(a)(3), added par.
(21).

2005—Subsec. (a)(19), (20). Pub. L. 109-135, §412(q)(1),
redesignated par. (19) relating to costs involving dis-
crimination suits, etc., as par. (20) and moved to follow
par. (19) relating to health savings accounts.

Subsec. (e). Pub. L. 109-135, §412(q)(2), substituted
‘“‘subsection (a)(20)” for ‘‘subsection (a)(19)” in intro-
ductory provisions.

2004—Subsec. (a)(2)(D). Pub. L. 108-311 substituted
¢, 2003, 2004, or 2005 for ‘‘or 2003’.

Subsec. (a)(19). Pub. L. 108-357, §703(a), added par. (19)
relating to costs involving discrimination suits, etc.

Subsec. (e). Pub. L. 108-357, §703(b), added subsec. (e).

2003—Subsec. (a)(2)(E). Pub. L. 108-121 added subpar.
(B).
Subsec. (a)(19). Pub. L. 108-173 added par. (19).

2002—Subsec. (a)(2)(D). Pub. L. 107-147, §406(a), added
subpar. (D).

Subsec. (d). Pub. L. 107-147, §406(b), added subsec. (d).

2001—Subsec. (a)(18). Pub. L. 107-16, §§431(b), 901, tem-
porarily added par. (18). See Effective and Termination
Dates of 2001 Amendment note below.

2000—Subsec. (a)(16). Pub. L. 106-554 amended heading
and text of par. (16) generally. Prior to amendment,
text read as follows: ‘“The deduction allowed by section
220.”

1997—Subsec. (a)(2)(C). Pub. L. 105-34, §975(a), added
subpar. (C).

Subsec. (a)(17). Pub. L. 105-34, §202(b), added par. (17).

1996—Subsec. (a)(8). Pub. L. 104-188 struck out par. (8)
which read as follows: ‘‘CERTAIN PORTION OF LUMP-SUM
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DISTRIBUTIONS FROM PENSION PLANS TAXED UNDER SEC-
TION 402(D).—The deduction allowed by section
402(d)(3).”

Subsec. (a)(16). Pub. L. 104-191 added par. (16).

1993—Subsec. (a)(15). Pub. L. 103-66 added par. (15).

1992—Subsec. (a)(8). Pub. L. 102-318 substituted
€402(d)”’ for “402(e)”’ in heading and in text.

Subsec. (a)(14). Pub. L. 102-486 added par. (14).

1990—Subsec. (a)(13). Pub. L. 101-508, §11802(e)(1),
amended par. (13) generally. Prior to amendment, par.
(13) read as follows: ‘‘The deduction allowed by section
220.”

1988—Subsec. (a)(2)(A). Pub. L. 100-647, §1001(b)(3)(A),
inserted at end ‘“The fact that the reimbursement may
be provided by a third party shall not be determinative
of whether or not the preceding sentence applies.”

Subsec. (a)(13). Pub. L. 100-647, §6007(b), added par.
(13).

Subsec. (c). Pub. L. 100485 added subsec. (¢).

1986—Subsec. (a). Pub. L. 99-514, §132(b)(2)(A), des-
ignated existing provisions as subsec. (a) and added
heading.

Subsec. (a)(2). Pub. L. 99-514, §132(b)(1), amended par.
(2) generally, substituting ‘‘Certain trade’ for ‘‘Trade”
in heading and inserting ‘‘of employees’’ in subpar. (A)
heading, substituting provision relating to deduction of
certain expenses of performing artists for provision re-
lating to deduction of expenses for travel away from
home in subpar. (B), and striking out subpar. (C) relat-
ing to deduction of travel expenses and subpar. (D) re-
lating to deduction of expenses of outside salesmen.

Subsec. (a)(3) to (5). Pub. L. 99-514, §301(b)(1), redesig-
nated pars. (4) to (6) as (3) to (5), respectively, and
struck out former par. (3) which related to long-term
capital gains and read as follows: ‘“The deduction al-
lowed by section 1202.”

Subsec. (a)(6). Pub. L. 99-514, §301(b)(1), redesignated
par. (7) as (6). Former par. (6) redesignated (5).

Pub. L. 99-514, §1875(c)(3), struck out ‘‘to the extent
attributable to contributions made on behalf of such
individual” after ‘‘section 404".

Subsec. (a)(7). Pub. L. 99-514, §301(b)(1), redesignated
par. (10) as (7). Former par. (7) redesignated (6).

Subsec. (a)(8). Pub. L. 99-514, §301(b)(1), redesignated
par. (11) as (8). Former par. (8) struck out.

Pub. L. 99-514, §132(c), struck out par. (8) which relat-
ed to moving expense deduction and read as follows:
““The deduction allowed by section 217.”

Subsec. (a)(9) to (15). Pub. L. 99-514, §301(b)(1), redes-
ignated pars. (12) to (15) as (9) to (12), respectively.
Former pars. (10) and (11) redesignated (7) and (8), re-
spectively.

Subsec. (a)(16). Pub. L. 99-514, §131(b)(1), struck out
par. (16) which related to deduction for two-earner mar-
ried couples and read as follows: ‘“The deduction al-
lowed by section 221.”

Subsec. (b). Pub. L. 99-514, §132(b)(2)(B), added subsec.
(b).
1984—Par. (7). Pub. L. 98-369, §491(d)(2), substituted
“‘and annuity” for ‘‘annuity, and bond purchase’ in
heading, and substituted ‘‘the deduction allowed by
section 404 for ‘‘the deductions allowed by section 404
and section 405(c)”’ in text.

1983—Par. (9). Pub. L. 97-354 repealed par. (9) relating
to the deduction allowed by section 1379(b)(3).

1981—Par. (10). Pub. L. 97-34, §311(h)(1), struck out
‘“‘and the deduction allowed by section 220 (relating to
retirement savings for certain married individuals)”’
after ‘‘retirement savings’’.

Par. (14). Pub. L. 97-34, §112(b)(2), redesignated par.
(15) as (14). Former par. (14), relating to deduction for
certain expenses of living abroad, was struck out.

Par. (15). Pub. L. 97-34, §112(b)(2), redesignated par.
(16) as (15). Former par. (15) redesignated (14).

Par. (16). Pub. L. 97-34, §§103(b), 112(b)(2), added par.
(16). Former par. (16) redesignated (15).

1980—Par. (15). Pub. L. 96-451 added par. (15).

Par. (16). Pub. L. 96-608 added par. (16).

1978—Par. (14). Pub. L. 95-615 added par. (14).

1976—Par. (10). Pub. L. 94-455, §1501(b)(1), inserted ref-
erence to the deduction allowed by section 220 (relating
to retirement savings for certain married individuals).
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Pars. (11), (12). Pub. L. 94-455, §1901(a)(8), (9), redesig-
nated par. (11) relating to penalties forfeited because of
premature withdrawal of funds from time savings ac-
counts or deposits, as par. (12), and substituted ‘‘trade
or business, to the extent” for ‘‘trade or business to the
extent”’.

Par. (13). Pub. L. 94455, §502(a), added par. (13).

1974—Par. (10). Pub. L. 93-406, §2002(a)(2), added par.
(10).

Par. (11). Pub. L. 93-483 added par. (11) relating to
penalties forfeited because of premature withdrawal of
funds from time savings accounts or deposits. Another
par. (11) relating to certain portions of lump-sum dis-
tributions from pension plans taxed under section 402(e)
of this title, was added by Pub. L. 93-406, §2005(c)(9).

1969—Par. (9). Pub. L. 91-172 added par. (9).

1964—Par. (8). Pub. L. 88-272 added par. (8).

1962—Par. (7). Pub. L. 87-792 added par. (7).

EFFECTIVE DATE OF 2010 AMENDMENT

Pub. L. 111-312, title VII, §721(b), Dec. 17, 2010, 124
Stat. 3316, provided that: ‘“The amendment made by
this section [amending this section] shall apply to tax-
able years beginning after December 31, 2009.”’

EFFECTIVE DATE OF 2008 AMENDMENT

Pub. L. 110-343, div. C, title II, §203(b), Oct. 3, 2008, 122
Stat. 3864, provided that: ‘“The amendment made by
subsection (a) [amending this section] shall apply to
taxable years beginning after December 31, 2007.”’

EFFECTIVE DATE OF 2006 AMENDMENT

Pub. L. 109432, div. A, title I, §108(b), Dec. 20, 2006, 120
Stat. 2939, provided that: ‘“The amendment made by
this section [amending this section] shall apply to tax-
able years beginning after December 31, 2005.”’

Pub. L. 109-432, div. A, title IV, §406(d), Dec. 20, 2006,
120 Stat. 2960, provided that: ‘“The amendments made
by subsection (a) [amending this section and sections
T443A and 7623 of this title] shall apply to information
provided on or after the date of the enactment of this
Act [Dec. 20, 2006].”

EFFECTIVE DATE OF 2004 AMENDMENTS

Pub. L. 108-357, title VII, §703(c), Oct. 22, 2004, 118
Stat. 15648, provided that: ‘“The amendments made by
this section [amending this section] shall apply to fees
and costs paid after the date of the enactment of this
Act [Oct. 22, 2004] with respect to any judgment or set-
tlement occurring after such date.”

Pub. L. 108-311, title III, §307(b), Oct. 4, 2004, 118 Stat.
1179, provided that: ‘“The amendment made by sub-
section (a) [amending this section] shall apply to ex-
penses paid or incurred in taxable years beginning after
December 31, 2003.”’

EFFECTIVE DATE OF 2003 AMENDMENTS

Pub. L. 108-173, title XII, §1201(k), Dec. 8, 2003, 117
Stat. 2479, provided that: ‘“The amendments made by
this section [enacting sections 223 and 4980G of this
title, amending this section and sections 106, 125, 220,
848, 3231, 3306, 3401, 4973, 4975, 6051, and 6693 of this title,
and renumbering former section 223 of this title as 224]
shall apply to taxable years beginning after December
31, 2003.”

Pub. L. 108-121, title I, §109(c), Nov. 11, 2003, 117 Stat.
1342, provided that: ‘“The amendments made by this
section [amending this section and section 162 of this
title] shall apply to amounts paid or incurred in tax-
able years beginning after December 31, 2002.”’

EFFECTIVE DATE OF 2002 AMENDMENT

Pub. L. 107-147, title IV, §406(c), Mar. 9, 2002, 116 Stat.
44, provided that: ‘“The amendments made by this sec-
tion [amending this section] shall apply to taxable
years beginning after December 31, 2001.”

EFFECTIVE AND TERMINATION DATES OF 2001
AMENDMENT

Pub. L. 107-16, title IV, §431(d), June 7, 2001, 115 Stat.
69, provided that: ‘““The amendments made by this sec-
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tion [enacting section 222 of this title, amending this
section and sections 86, 135, 137, 219, 221, and 469 of this
title, and renumbering former section 222 of this title
as 223] shall apply to payments made in taxable years
beginning after December 31, 2001.”’

Amendment by Pub. L. 107-16 inapplicable to taxable,
plan, or limitation years beginning after Dec. 31, 2012,
and the Internal Revenue Code of 1986 to be applied and
administered to such years as if such amendment had
never been enacted, see section 901 of Pub. L. 107-16, set
out as a note under section 1 of this title.

EFFECTIVE DATE OF 1997 AMENDMENT

Section 202(e) of Pub. L. 105-34 provided that: ‘“The
amendments made by this section [enacting section 221
of this title, amending this section and section 6050S of
this title, and renumbering former section 221 of this
title as section 222 of this title] shall apply to any
qualified education loan (as defined in section 221(e)(1)
of the Internal Revenue Code of 1986, as added by this
section) incurred on, before, or after the date of the en-
actment of this Act [Aug. 5, 1997], but only with respect
to—

‘(1) any loan interest payment due and paid after

December 31, 1997, and

‘(2) the portion of the 60-month period referred to

in section 221(d) of the Internal Revenue Code of 1986

(as added by this section) after December 31, 1997.”

Section 975(b) of Pub. L. 105-34 provided that: ‘“The
amendment made by this section [amending this sec-
tion] shall apply to expenses paid or incurred in taxable
years beginning after December 31, 1986.”’

EFFECTIVE DATE OF 1996 AMENDMENTS

Section 301(j) of Pub. L. 104-191 provided that: ‘“The
amendments made by this section [enacting sections
220 and 4980E of this title, amending this section and
sections 106, 125, 848, 3231, 3306, 3401, 4973, 4975, 6051, and
6693 of this title, and renumbering section 220 of this
title as section 221] shall apply to taxable years begin-
ning after December 31, 1996.”"

Amendment by Pub. L. 104-188 applicable to taxable
yvears beginning after Dec. 31, 1999, with retention of
certain transition rules, see section 1401(c) of Pub. L.
104-188, set out as a note under section 402 of this title.

EFFECTIVE DATE OF 1993 AMENDMENT

Section 13213(e) of Pub. L. 103-66 provided that: ‘“The
amendments made by this section [amending this sec-
tion and sections 67, 82, 132, 217, 1001, 1016, and 4977 of
this title] shall apply to expenses incurred after De-
cember 31, 1993; except that the amendments made by
subsection (d) [amending sections 82, 132, and 4977 of
this title] shall apply to reimbursements or other pay-
ments in respect of expenses incurred after such date.”

EFFECTIVE DATE OF 1992 AMENDMENTS

Amendment by Pub. L. 102-486 applicable to property
placed in service after June 30, 1993, see section 1913(c)
of Pub. L. 102-486, set out as an Effective Date note
under section 30 of this title.

Amendment by Pub. L. 102-318 applicable to distribu-
tions after Dec. 31, 1992, see section 521(e) of Pub. L.
102-318, set out as a note under section 402 of this title.

EFFECTIVE DATE OF 1988 AMENDMENTS

Amendment by section 1001(b)(3)(A) of Pub. L. 100-647
effective, except as otherwise provided, as if included in
the provision of the Tax Reform Act of 1986, Pub. L.
99-514, to which such amendment relates, see section
1019(a) of Pub. L. 100-647, set out as a note under sec-
tion 1 of this title.

Section 6007(d) of Pub. L. 100-647 provided that: ‘““The
amendments made by this section [enacting section 220
of this title, amending this section, and renumbering
former section 220 of this title as section 221 of this
title] shall apply as if included in the amendments
made by section 132 of the Tax Reform Act of 1986 [Pub.
L. 99-514].”
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Section 702(b) of Pub. L. 100-485 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to taxable years beginning after De-
cember 31, 1988.”"

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by sections 131(b)(1) and 132(b), (c) of
Pub. L. 99-514 applicable to taxable years beginning
after Dec. 31, 1986, see section 151(a) of Pub. L. 99-514,
set out as a note under section 1 of this title.

Section 301(c) of Pub. L. 99-514 provided that: ‘“The
amendments made by this section [amending this sec-
tion and sections 170, 172, 219, 220, 223, 642, 643, 691, 871,
1211, 1212, and 1402 of this title and repealing section
1202 of this title] shall apply to taxable years beginning
after December 31, 1986.”

Section 1875(c)(12) of Pub. L. 99-514 provided that:
“The amendments made by paragraphs (3), (4), and (6)
[amending this section and sections 219 and 408 of this
title] shall take effect as if included in the amendments
made by section 238 of the Tax Equity and Fiscal Re-
sponsibility Act of 1982 [section 238 of Pub. L. 97-248,
see section 241 of Pub. L. 97-248, set out as an Effective
Date note under section 416 of this title].”

EFFECTIVE DATE OF 1984 AMENDMENT

‘“Section 491(f)(1) of Pub. L. 98-369 provided that:
“The amendments and repeals made by subsections (a),
(b), and (d) [amending this section, sections 55, 72, 172,
219, 402, 403, 406, 407, 408, 412, 414, 415, 457, 2039, 2517, 3121,
3306, 3401, 4972, 4973, 4975, 6047, 6058, 6104, 6652, 7207, 7476,
and 7701 of this title, section 3107 of Title 31, Money and
Finance, and section 409 of Title 42, The Public Health
and Welfare, and repealing sections 405 and 409 of this
title] shall apply to obligations issued after December
31, 1983.”

EFFECTIVE DATE OF 1983 AMENDMENT

Par. (9) as in effect before date of repeal by Pub. L.
97-354 to remain in effect for years beginning before
Jan. 1, 1984, see section 6(b)(1) of Pub. L. 97-354, set out
as an Effective Date note under section 3761 of this
title.

EFFECTIVE DATE OF 1981 AMENDMENT

Section 103(d) of Pub. L. 97-34 provided that: ‘““The
amendments made by this section [enacting section 219
of this title and amending this section and sections 85
and 105 of this title] shall apply to taxable years begin-
ning after December 31, 1981.”

Amendment by sections 112(b)(2) and 311(h)(1) of Pub.
L. 97-34 applicable to taxable years beginning after Dec.
31, 1981, see sections 115 and 311(i)(1) of Pub. L. 97-34, set
out as notes under sections 911 and 219, respectively, of
this title.

EFFECTIVE DATE OF 1980 AMENDMENTS

Section 3(b) of Pub. L. 96-608 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to repayments made in taxable years
beginning after the date of the enactment of this Act
[Dec. 28, 1980].”

Amendment by Pub. L. 96-451 applicable with respect
to additions to capital account made after Dec. 31, 1979,
see section 301(d) of Pub. L. 96-451, set out as an Effec-
tive Date note under section 194 of this title.

EFFECTIVE DATE OF 1978 AMENDMENT; ELECTION OF
PRIOR LAW

Amendment by Pub. L. 95-615 applicable to taxable
years beginning after Dec. 31, 1977, with provision for
election of prior law, see section 209 of Pub. L. 95-615,
set out as a note under section 911 of this title.

EFFECTIVE DATE OF 1976 AMENDMENT

Section 502(c) of Pub. L. 94-455 provided that: ‘“The
amendments made by this section [amending this sec-
tion and section 3402 of this title] shall apply to taxable
years beginning after December 31, 1976.”
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Section 1501(d) of Pub. L. 94-455 provided that: ‘“The
amendments made by this section [enacting section 220
of this title, amending this section and sections 219,
408, 409, 3401, 4973, and 6047 of this title, and renumber-
ing former section 220 as 221 of this title], other than
the amendment made by subsection (b)(3), shall apply
to taxable years beginning after December 31, 1976. The
amendment made by subsection (b)(3) [amending sec-
tion 415 of this title] shall apply to years beginning
after December 31, 1976.”’

Amendment by section 1901(a)(8), (9) of Pub. L. 94-455
applicable with respect to taxable years beginning after
Dec. 31, 1976, see section 1901(d) of Pub. L. 94-455, set
out as a note under section 2 of this title.

EFFECTIVE DATE OF 1974 AMENDMENTS

Section 6(b) of Pub. L. 93-483 provided that: ‘“The
amendment made by this section [amending this sec-
tion] applies to taxable years beginning after December
31, 1972.”

Amendment by section 2002(a)(2) of Pub. L. 93-406 ap-
plicable to taxable years beginning after Dec. 31, 1974,
see section 2002(1)(1) of Pub. L. 93406, set out as an Ef-
fective Date note under section 219 of this title.

Amendment by section 2005(c)(9) of Pub. L. 93-406 ap-
plicable only with respect to distributions or payments
made after Dec. 31, 1973, in taxable years beginning
after Dec. 31, 1973, see section 2005(d) of Pub. L. 93-406,
set out as a note under section 402 of this title.

EFFECTIVE DATE OF 1969 AMENDMENT

Amendment by Pub. L. 91-172 applicable with respect
to taxable years of electing small business corporations
beginning after Dec. 31, 1970, see section 531(d) of Pub.
L. 91-172, set out as an Effective Date note under sec-
tion 1379 of this title.

EFFECTIVE DATE OF 1964 AMENDMENT

Section 213(d) of Pub. L. 88-272 provided that: ‘“The
amendments made by subsections (a) [enacting section
217 and redesignating former section 217 as 218] and (b)
[amending this section] shall apply to expenses in-
curred after December 31, 1963, in taxable years ending
after such date. The amendment made by subsection (c)
[amending section 3401 of this title] shall apply with re-
spect to remuneration paid after the seventh day fol-
lowing the date of the enactment of this Act [Feb. 26,
1964]1.”

EFFECTIVE DATE OF 1962 AMENDMENT

Amendment by Pub. L. 87-792 applicable to taxable
years beginning after Dec. 31, 1962, see section 8 of Pub.
L. 87-792, set out as a note under section 22 of this title.

SAVINGS PROVISION

For provisions that nothing in amendment by Pub. L.
101-508 be construed to affect treatment of certain
transactions occurring, property acquired, or items of
income, loss, deduction, or credit taken into account
prior to Nov. 5, 1990, for purposes of determining liabil-
ity for tax for periods ending after Nov. 5, 1990, see sec-
tion 11821(b) of Pub. L. 101-508, set out as a note under
section 45K of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1998

For provisions directing that if any amendments
made by subtitle D [§§1401-1465] of title I of Pub. L.
104-188 require an amendment to any plan or annuity
contract, such amendment shall not be required to be
made before the first day of the first plan year begin-
ning on or after Jan. 1, 1998, see section 1465 of Pub. L.
104-188, set out as a note under section 401 of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1994

For provisions directing that if any amendments
made by subtitle B [§§521-523] of title V of Pub. L.
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102-318 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1994, see
section 523 of Pub. L. 102-318, set out as a note under
section 401 of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

COMMUTING EXPENSES

Pub. L. 95427, §2, Oct. 7, 1978, 92 Stat. 996, as amended
by Pub. L. 96-167, §2, Dec. 29, 1979, 93 Stat. 1275, pro-
vided that with respect to transportation costs paid or
incurred after December 31, 1976, and on or before May
31, 1981, the application of sections 62, 162, and 262 and
of chapters 21, 23, and 24 of the Internal Revenue Code
of 1954 [now 1986] to transportation expenses in travel-
ing between a taxpayer’s residence and place of work be
determined without regard to Revenue Ruling 76-453 or
any other regulation, ruling, or decision reaching the
same or similar result, and with full regard to the rules
in effect before that Revenue Ruling.

Pub. L. 95-615, §2, Nov. 8, 1978, 92 Stat. 3097, provided
that with respect to transportation costs paid or in-
curred after Dec. 31, 1976, and before Apr. 30, 1978, the
application of sections 62, 162, and 262 and chapters 21,
23, and 24 of the Internal Revenue Code of 1954 [now
1986] to transportation expenses in traveling between a
taxpayer’s residence and place of work be determined
without regard to Revenue Ruling 76-453 or any other
regulation, ruling or decision reaching the same or
similar result, and with full regard to the rules in ef-
fect before that Revenue Ruling, and ceased to have ef-
fect on the day after Nov. 8, 1978 pursuant to section
210(a) of that Act.

§ 63. Taxable income defined
(a) In general

Except as provided in subsection (b), for pur-
poses of this subtitle, the term ‘‘taxable in-
come’” means gross income minus the deduc-
tions allowed by this chapter (other than the
standard deduction).

(b) Individuals who do not itemize their deduc-
tions

In the case of an individual who does not elect
to itemize his deductions for the taxable year,
for purposes of this subtitle, the term ‘‘taxable
income’ means adjusted gross income, minus—

(1) the standard deduction, and
(2) the deduction for personal exemptions
provided in section 151.

(c) Standard deduction
For purposes of this subtitle—
(1) In general

Except as otherwise provided in this sub-
section, the term ‘‘standard deduction’ means
the sum of—

(A) the basic standard deduction,

(B) the additional standard deduction,

(C) in the case of any taxable year begin-
ning in 2008 or 2009, the real property tax de-
duction,

(D) the disaster loss deduction, and

(E) the motor vehicle sales tax deduction.
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(2) Basic standard deduction

For purposes of paragraph (1), the basic
standard deduction is—

(A) 200 percent of the dollar amount in ef-
fect under subparagraph (C) for the taxable
year in the case of—

(i) a joint return, or
(ii) a surviving spouse (as defined in sec-
tion 2(a)),

(B) $4,400 in the case of a head of household
(as defined in section 2(b)), or
(C) $3,000 in any other case.

(3) Additional standard deduction for aged and
blind

For purposes of paragraph (1), the additional
standard deduction is the sum of each addi-
tional amount to which the taxpayer is enti-
tled under subsection (f).

(4) Adjustments for inflation

In the case of any taxable year beginning in
a calendar year after 1988, each dollar amount
contained in paragraph (2)(B), (2)(C), or (5) or
subsection (f) shall be increased by an amount
equal to—

(A) such dollar amount, multiplied by

(B) the cost-of-living adjustment deter-
mined under section 1(f)(3) for the calendar
year in which the taxable year begins, by
substituting for ‘‘calendar year 1992’ in sub-
paragraph (B) thereof—

(i) ““‘calendar year 1987 in the case of the
dollar amounts contained in paragraph
(2)(B), (2)(C), or (5)(A) or subsection (f), and

(i1) “‘calendar year 1997 in the case of
the dollar amount contained in paragraph
5)(B).

(5) Limitation on basic standard deduction in
the case of certain dependents

In the case of an individual with respect to
whom a deduction under section 151 is allow-
able to another taxpayer for a taxable year be-
ginning in the calendar year in which the indi-
vidual’s taxable year begins, the basic stand-
ard deduction applicable to such individual for
such individual’s taxable year shall not exceed
the greater of—

(A) $500, or
(B) the sum of $250 and such individual’s
earned income.

(6) Certain individuals, etc., not eligible for
standard deduction

In the case of—

(A) a married individual filing a separate
return where either spouse itemizes deduc-
tions,

(B) a nonresident alien individual,

(C) an individual making a return under
section 443(a)(1) for a period of less than 12
months on account of a change in his annual
accounting period, or

(D) an estate or trust, common trust fund,
or partnership,

the standard deduction shall be zero.
(7) Real property tax deduction

For purposes of paragraph (1), the real prop-
erty tax deduction is the lesser of—
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(A) the amount allowable as a deduction
under this chapter for State and local taxes
described in section 164(a)(1), or

(B) $500 ($1,000 in the case of a joint re-
turn).

Any taxes taken into account under section
62(a) shall not be taken into account under
this paragraph.

(8) Disaster loss deduction

For the purposes of paragraph (1), the term
“‘disaster loss deduction’ means the net disas-
ter loss (as defined in section 165(h)(3)(B)).

(9) Motor vehicle sales tax deduction

For purposes of paragraph (1), the term
“motor vehicle sales tax deduction” means
the amount allowable as a deduction under
section 164(a)(6). Such term shall not include
any amount taken into account under section
62(a).

(d) Itemized deductions

For purposes of this subtitle, the term ‘‘item-
ized deductions” means the deductions allow-
able under this chapter other than—

(1) the deductions allowable in arriving at
adjusted gross income, and
(2) the deduction for personal exemptions
provided by section 151.
(e) Election to itemize
(1) In general

Unless an individual makes an election
under this subsection for the taxable year, no
itemized deduction shall be allowed for the
taxable year. For purposes of this subtitle, the
determination of whether a deduction is allow-
able under this chapter shall be made without
regard to the preceding sentence.

(2) Time and manner of election

Any election under this subsection shall be
made on the taxpayer’s return, and the Sec-
retary shall prescribe the manner of signifying
such election on the return.

(3) Change of election

Under regulations prescribed by the Sec-
retary, a change of election with respect to
itemized deductions for any taxable year may
be made after the filing of the return for such
year. If the spouse of the taxpayer filed a sepa-
rate return for any taxable year corresponding
to the taxable year of the taxpayer, the
change shall not be allowed unless, in accord-
ance with such regulations—

(A) the spouse makes a change of election
with respect to itemized deductions, for the
taxable year covered in such separate re-
turn, consistent with the change of treat-
ment sought by the taxpayer, and

(B) the taxpayer and his spouse consent in
writing to the assessment (within such pe-
riod as may be agreed on with the Secretary)
of any deficiency, to the extent attributable
to such change of election, even though at
the time of the filing of such consent the as-
sessment of such deficiency would otherwise
be prevented by the operation of any law or
rule of law.

This paragraph shall not apply if the tax li-
ability of the taxpayer’s spouse for the taxable
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year corresponding to the taxable year of the
taxpayer has been compromised under section
7122.

(f) Aged or blind additional amounts
(1) Additional amounts for the aged

The taxpayer shall be entitled to an addi-
tional amount of $600—

(A) for himself if he has attained age 65 be-
fore the close of his taxable year, and

(B) for the spouse of the taxpayer if the
spouse has attained age 65 before the close of
the taxable year and an additional exemp-
tion is allowable to the taxpayer for such
spouse under section 151(b).

(2) Additional amount for blind

The taxpayer shall be entitled to an addi-
tional amount of $600—
(A) for himself if he is blind at the close of
the taxable year, and
(B) for the spouse of the taxpayer if the
spouse is blind as of the close of the taxable
year and an additional exemption is allow-
able to the taxpayer for such spouse under
section 151(b).

For purposes of subparagraph (B), if the spouse
dies during the taxable year the determination
of whether such spouse is blind shall be made
as of the time of such death.

(3) Higher amount for certain unmarried indi-
viduals

In the case of an individual who is not mar-
ried and is not a surviving spouse, paragraphs
(1) and (2) shall be applied by substituting
¢‘$750°" for <“$600°°.

(4) Blindness defined

For purposes of this subsection, an individ-
ual is blind only if his central visual acuity
does not exceed 20/200 in the better eye with
correcting lenses, or if his visual acuity is
greater than 20/200 but is accompanied by a
limitation in the fields of vision such that the
widest diameter of the visual field subtends an
angle no greater than 20 degrees.

(g) Marital status

For purposes of this section, marital status
shall be determined under section 7703.

(Aug. 16, 1954, ch. 736, 68A Stat. 18; Pub. L. 95-30,
title I, §102(a), May 23, 1977, 91 Stat. 135; Pub. L.
95-600, title I, §101(b), Nov. 6, 1978, 92 Stat. 2769;
Pub. L. 97-34, title I, §§104(b), 111(b)(4), 121(b),
(©)(2), Aug. 13, 1981, 95 Stat. 189, 194, 196, 197; Pub.
L. 99-514, title I, §102(a), title XII, §1272(d)(6),
Oct. 22, 1986, 100 Stat. 2099, 2594; Pub. L. 100-647,
title I, §1001(b)(1), Nov. 10, 1988, 102 Stat. 3349;
Pub. L. 101-508, title XI, §§11101(d)(1)(D),
11801(a)(4), Nov. 5, 1990, 104 Stat. 1388-405,
1388-520; Pub. L. 103-66, title XIII, §13201(b)(3)(D),
Aug. 10, 1993, 107 Stat. 459; Pub. L. 105-34, title
XII, §1201(a), Aug. 5, 1997, 111 Stat. 993; Pub. L.
107-16, title III, §301(a), (b), (c)(2), June 7, 2001,
115 Stat. 53, 54; Pub. L. 107-147, title IV, §411(e),
Mar. 9, 2002, 116 Stat. 46; Pub. L. 108-27, title I,
§103(a), May 28, 2003, 117 Stat. 754; Pub. L.
108-311, title I, §101(b), Oct. 4, 2004, 118 Stat. 1167;
Pub. L. 110-289, div. C, title I, §3012(a), (b), July
30, 2008, 122 Stat. 2891, 2892; Pub. L. 110-343, div.
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C, title II, §204(a), title VII, §706(b)(1), (2), Oct. 3,
2008, 122 Stat. 3865, 3922; Pub. L. 111-5, div. B,
title I, §1008(c), Feb. 17, 2009, 123 Stat. 318.)

INFLATION ADJUSTED ITEMS FOR CERTAIN YEARS

For inflation adjustment of certain items in
this section, see Revenue Procedures listed in a
table under section 1 of this title.

AMENDMENT OF SECTION

For termination of amendment by section 105
of Pub. L. 108-311, see Effective and Termi-
nation Dates of 2004 Amendment note below.

For termination of amendment by section 107
of Pub. L. 108-27, see Effective and Termination
Dates of 2003 Amendment note below.

For termination of amendment by section 901
of Pub. L. 107-16, see Effective and Termination
Dates of 2001 Amendment note below.

AMENDMENTS

2009—Subsec. (¢c)(1)(E). Pub. L. 111-5, §1008(c)(1), added
subpar. (E).

Subsec. (¢)(9). Pub. L. 111-5, §1008(c)(2), added par. (9).

2008—Subsec. (¢)(1)(C). Pub. L. 110-343, §204(a), in-
serted ‘‘or 2009’ after <“2008”°.

Pub. L. 110-289, §3012(a), added subpar. (C).

Subsec. (¢)(1)(D). Pub. L. 110-343, § 706(b)(1), added sub-
par. (D).

Subsec. (¢)(7). Pub. L. 110-289, §3012(b), added par. (7).

Subsec. (¢)(8). Pub. L. 110-343, §706(b)(2), added par.
(®).

2004—Subsec. (c¢)(2). Pub. L. 108-311, §§101(b)(1), 105,
temporarily reenacted heading without change and
amended text generally, substituting provisions relat-
ing to a specific percentage for provisions relating to
applicable percentage in subpar. (A), redesignating sub-
par. (D) as (C), and deleting former subpar. (C) relating
to married individuals filing separately. See Effective
and Termination Dates of 2004 Amendment note below.

Subsec. (¢)(4). Pub. L. 108-311, §§101(b)(2)(A), 105, tem-
porarily substituted ‘“(2)(C)” for ‘“(2)(D)”’ in introduc-
tory provisions and in subpar. (B)(i). See Effective and
Termination Dates of 2004 Amendment note below.

Subsec. (¢)(7). Pub. L. 108-311, §§101(b)(2)(B), 105, tem-
porarily struck out par. (7) which related to applicable
percentage for purposes of par. (2). See Effective and
Termination Dates of 2004 Amendment note below.

2003—Subsec. (¢)(7). Pub. L. 108-27, §§103(a), 107, tem-
porarily inserted table item relating to years 2003 and
2004. See Effective and Termination Dates of 2003
Amendment note below.

2002—Subsec. (¢)(2). Pub. L. 107-147, §411(e)(1)(E), in-
serted “‘If any amount determined under subparagraph
(A) is not a multiple of $50, such amount shall be
rounded to the next lowest multiple of $50.”” at end.

Subsec. (¢)(2)(A). Pub. L. 107-147, §411(e)(1)(A), sub-
stituted ‘‘subparagraph (D)’ for ‘‘subparagraph (C)”.

Subsec. (¢)(2)(B). Pub. L. 107-147, §411(e)(1)(B), struck
out ‘“‘or” at end.

Subsec. (¢)(2)(C), (D). Pub. L. 107-147, §411(e)(1)(C),
(D), added subpar. (C) and redesignated former subpar.
(C) as (D).

Subsec. (c)(4). Pub. L. 107-147, §411(e)(2)(C), which di-
rected amendment by striking out the flush sentence at
the end added by section 301(c)(2) of Public Law 107-17,
was executed by striking out ‘‘The preceding sentence
shall not apply to the amount referred to in paragraph
(2)(A).”’, which was inserted by section 301(c)(2) of Pub.
L. 107-16, to reflect the probable intent of Congress. See
2001 Amendment note below.

Pub. L. 107-147, §411(e)(2)(A), substituted ‘‘paragraph
(2)(B), (2)(D), or (5)” for ‘‘paragraph (2) or (5)” in intro-
ductory provisions.

Subsec. (¢)(4)(B)(d). Pub. L. 107-147, §411(e)(2)(B), sub-
stituted ‘‘paragraph (2)(B), (2)(D),” for ‘“‘paragraph (2)’.

2001—Subsec. (¢)(2)(A). Pub. L. 107-16, §§301(a)(1), 901,
temporarily substituted ‘‘the applicable percentage of
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the dollar amount in effect under subparagraph (C) for
the taxable year’ for “$5,000’. See Effective and Termi-
nation Dates of 2001 Amendment note below.

Subsec. (¢)(2)(B). Pub. L. 107-16, §§301(a)(2), 901, tem-
porarily inserted ‘‘or’’ at end. See Effective and Termi-
nation Dates of 2001 Amendment note below.

Subsec. (¢)(2)(C). Pub. L. 107-16, §§301(a)(3), 901, tem-
porarily substituted ‘‘in any other case.” for ‘‘in the
case of an individual who is not married and who is not
a surviving spouse or head of household, or”’. See Effec-
tive and Termination Dates of 2001 Amendment note
below.

Subsec. (¢)(2)(D). Pub. L. 107-16, §§301(a)(4), 901, tem-
porarily struck out subpar. (D) which read as follows:
€“$2,500 in the case of a married individual filing a sepa-
rate return.” See Effective and Termination Dates of
2001 Amendment note below.

Subsec. (c)(4). Pub. L. 107-16, §§301(c)(2), 901, tempo-
rarily inserted at end ‘‘The preceding sentence shall
not apply to the amount referred to in paragraph
(2)(A).” See Effective and Termination Dates of 2001
Amendment note below.

Subsec. (¢)(7). Pub. L. 107-16, §§301(b), 901, tempo-
rarily added par. (7). See Effective and Termination
Dates of 2001 Amendment note below.

1997—Subsec. (c)(4). Pub. L. 105-34, §1201(a)(2), in in-
troductory provisions, substituted ‘“(56)” for “(5)(A)”
and, in subpar. (B), substituted ‘‘by substituting for
‘calendar year 1992’ in subparagraph (B) thereof—" for
“‘by substituting ‘calendar year 1987 for ‘calendar year
1992’ in subparagraph (B) thereof’’ and added cls. (i) and
(ii).

Subsec. (¢)(5)(B). Pub. L. 105-34, §1201(a)(1), sub-
stituted ‘‘the sum of $250 and such individual’s earned
income” for ‘‘such individual’s earned income”’.

1993—Subsec. (c)(4)(B). Pub. L. 103-66 substituted
€1992” for “1989”".

1990—Subsec. (c)(4)(B). Pub. L. 101-508, §11101(d)(1)(D),
inserted before period at end ‘‘, by substituting ‘cal-
endar year 1987’ for ‘calendar year 1989’ in subparagraph
(B) thereof”.

Subsec. (h). Pub. L. 101-508, §11801(a)(4), struck out
subsec. (h) “Transitional rule for taxable years begin-
ning in 1987 which read as follows: ‘‘In the case of any
taxable year beginning in 1987, paragraph (2) of sub-
section (c) shall be applied—

“(1) by substituting ‘$3,760° for ‘$5,000°,

“(2) by substituting ‘$2,540° for ‘$4,400°,

““(3) by substituting ‘$2,540° for ‘$3,000’, and

““(4) by substituting ‘$1,880° for ‘$2,500°.
The preceding sentence shall not apply if the taxpayer
is entitled to an additional amount determined under
subsection (f) (relating to additional amount for aged
and blind) for the taxable year.”’

1988—Subsec. (¢)(5). Pub. L. 100-647 substituted ‘‘basic
standard deduction” for ‘‘standard deduction’ in head-
ing and text.

1986—Subsec. (a). Pub. L. 99-514, §102(a), substituted
““‘In general”’ for ‘‘Corporations’ in heading and amend-
ed text generally. Prior to amendment, text read as fol-
lows: ‘““For purposes of this subtitle, in the case of a
corporation, the term ‘taxable income’ means gross in-
come minus the deductions allowed by this chapter.”

Subsec. (b). Pub. L. 99-514, §102(a), substituted ‘‘Indi-
viduals who do not itemize their deductions’ for ‘‘Indi-
viduals’ in heading and amended text generally. Prior
to amendment, text read as follows: ‘“‘For purposes of
this subtitle, in the case of an individual, the term
‘taxable income’ means adjusted gross income—

‘(1) reduced by the sum of—
““(A) the excess itemized deductions,
‘(B) the deductions for personal exemptions pro-
vided by section 151, and
““(C) the direct charitable deduction, and
‘(2) increased (in the case of an individual for
whom an unused zero bracket amount computation is
provided by subsection (e)) by the unused zero brack-
et amount (if any).”

Subsec. (c). Pub. L. 99-514, §102(a), substituted

“Standard deduction’ for ‘‘Excess itemized deduc-
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tions” in heading and amended text generally. Prior to
amendment, text read as follows: ‘‘For purposes of this
subtitle, the term ‘excess itemized deductions’ means
the excess (if any) of—

‘(1) the itemized deductions, over

‘“(2) the zero bracket amount.”

Subsec. (¢)(6)(C) to (E). Pub. L. 99-514, §1272(d)(6), re-
designated subpars. (D) and (E) as (C) and (D), respec-
tively, and struck out former subpar. (C) which read as
follows: “‘a citizen of the United States entitled to the
benefits of section 931 (relating to income from sources
within possessions of the United States),”.

Subsec. (d). Pub. L. 99-514, §102(a), substituted ‘‘Item-
ized deductions” for ‘‘Zero bracket amount’ in heading
and amended text generally. Prior to amendment, sub-
sec. (d) read as follows: ‘“‘For purposes of this subtitle,
the term ‘zero bracket amount’ means—

‘(1) in the case of an individual to whom subsection
(a), (b), (c), or (d) of section 1 applies, the maximum
amount of taxable income on which no tax is imposed
by the applicable subsection of section 1, or

‘(2) zero in any other case.”

Subsec. (e). Pub. L. 99-514, §102(a), substituted ‘‘Elec-
tion to itemize” for ‘‘Unused zero bracket amount’ in
heading.

Subsec. (e)(1). Pub. L. 99-514, §102(a), substituted ‘“In
general” for ‘“‘Individuals for whom computation must
be made’ in heading and amended text generally. Prior
to amendment, text read as follows: ‘“A computation
for the taxable year shall be made under this sub-
section for the following individuals:

‘“(A) a married individual filing a separate return
where either spouse itemized deductions,

‘“(B) a nonresident alien individual,

‘(C) a citizen of the United States entitled to the
benefits of section 931 (relating to income from
sources within possessions of the United States), and

‘(D) an individual with respect to whom a deduc-
tion under section 151(e) is allowable to another tax-
payer for a taxable year beginning in the calendar
year in which the individual’s taxable year begins.”’
Subsec. (e)(2). Pub. L. 99-514, §102(a), substituted

“Time and manner of election’ for ‘‘Computation’ in
heading and amended text generally. Prior to amend-
ment, text read as follows: ‘“‘For purposes of this sub-
title, an individual’s unused zero bracket amount for
the taxable year is an amount equal to the excess (if
any) of—

‘‘(A) the zero bracket amount, over

‘“(B) the itemized deductions.

In the case of an individual referred to in paragraph
(1)(D), if such individual’s earned income (as defined in
section 911(d)(2)) exceeds the itemized deductions, such
earned income shall be substituted for the itemized de-
ductions in subparagraph (B).”

Subsec. (e)(3). Pub. L. 99-514, §102(a), in amending
subsec. (e) generally, added par. (3).

Subsec. (f). Pub. L. 99-514, §102(a), substituted ‘“Aged
or blind additional amounts’” for ‘‘Itemized deduc-
tions” in heading and amended text generally. Prior to
amendment, text read as follows: ‘‘For purposes of this
subtitle, the term ‘itemized deductions’ means the de-
ductions allowable by this chapter other than—

‘(1) the deductions allowable in arriving at ad-
justed gross income,

‘“(2) the deductions for personal exemptions pro-
vided by section 151, and

““(3) the direct charitable deduction.”

Subsec. (g). Pub. L. 99-514, §102(a), amended subsec.
(g) generally, substituting provision that marital
status be determined under section 7703 for provisions
relating to election to itemize. See subsec. (e).

Subsec. (h). Pub. L. 99-514, §102(a), substituted ‘‘Tran-
sitional rule for taxable years beginning in 1987 for
“Marital status” in heading and amended text gener-
ally. Prior to amendment, text read as follows: ‘“‘For
purposes of this section, marital status shall be deter-
mined under section 143.”

Subsec. (i). Pub. L. 99-514, §102(a), in amending sec-
tion generally, struck out subsec. (i), ‘‘Direct chari-

TITLE 26—INTERNAL REVENUE CODE

§63

table deduction’’, which read as follows: ‘‘For purposes
of this section, the term ‘direct charitable deduction’
means that portion of the amount allowable under sec-
tion 170(a) which is taken as a direct charitable deduc-
tion for the taxable year under section 170(i).”

1981—Subsec. (b)(1)(C). Pub. L. 97-34, §121(b)(1), added
subpar. (C).

Subsec. (d). Pub. L. 97-34, §104(b), substituted a blan-
ket reference to individuals to whom subsection (a),
(b), (c), or (d) of section 1 applies and the maximum
amount of taxable income on which no tax is imposed
by the applicable subsection of section 1 for provisions
specifically referring to amounts of $3,400 in the case of
(A) a joint return under section 6013, or (B) a surviving
spouse (as defined in section 2(a)), $2,300 in the case of
an individual who is not married and who is not a sur-
viving spouse (as so defined), and $1,700 in the case of
a married individual filing a separate return.

Subsec. (e)(2). Pub. L. 97-34, §111(b)(4), substituted
‘‘section 911(d)(2)”’ for ‘‘section 911(b)”’ in provisions fol-
lowing subpar. (B).

Subsec. (£)(3). Pub. L. 97-34, §121(c)(2), added par. (3).

Subsec. (i). Pub. L. 97-34, §121(b)(2), added subsec. (i).

1978—Pub. L. 95-600 substituted ‘$3,400" for <$3,200”
in par. (1), ‘$2,300’ for ‘‘$2,200”’ in par. (2), and ‘‘$1,700"’
for “‘$1,600’ in par. (3).

1977—Pub. L. 95-30 completely revised definition of
taxable income from one using the concept of a stand-
ard deduction and consisting of subsecs. (a) and (b) en-
titled, respectively, ‘‘General rule” and ‘‘Individuals
electing standard deduction’ to definition using the
concepts of zero bracket amounts and excess itemized
deductions and consisting of subsecs. (a) to (h) entitled,
respectively, ‘‘Corporations”, ‘‘Individuals’, ‘Excess
itemized deductions’, ‘‘Zero bracket amount’”, “Un-
used zero bracket amount’”, ‘‘Itemized deductions’,
‘“‘Election to itemize”’, and ‘‘Marital status’.

EFFECTIVE DATE OF 2009 AMENDMENT

Amendment by Pub. L. 111-5 applicable to purchases
on or after Feb. 17, 2009, in taxable years ending after
such date, see section 1008(e) of Pub. L. 111-5, set out as
a note under section 56 of this title.

EFFECTIVE DATE OF 2008 AMENDMENT

Pub. L. 110-343, div. C, title II, §204(b), Oct. 3, 2008, 122
Stat. 3865, provided that: ‘“The amendment made by
this section [amending this section] shall apply to tax-
able years beginning after December 31, 2008.”"

Amendment by section 706(b)(1), (2) of Pub. L. 110-343
applicable to disasters declared in taxable years begin-
ning after Dec. 31, 2007, see section 706(d)(1) of Pub. L.
110-343, set out as a note under section 56 of this title.

Pub. L. 110-289, div. C, title I, §3012(c), July 30, 2008,
122 Stat. 2892, provided that: ‘“The amendments made
by this section [amending this section] shall apply to
taxable years beginning after December 31, 2007.”’

EFFECTIVE AND TERMINATION DATES OF 2004
AMENDMENT

Amendment by section 101(b) of Pub. L. 108-311 appli-
cable to taxable years beginning after Dec. 31, 2003, see
section 101(e) of Pub. L. 108-311, set out as a note under
section 1 of this title.

Amendment by section 101(b) of Pub. L. 108-311 sub-
ject to title IX of the Economic Growth and Tax Relief
Reconciliation Act of 2001, Pub. L. 107-16, §901, to the
same extent and in the same manner as the provisions
of such Act to which such amendments relate, see sec-
tion 105 of Pub. L. 108-311, set out as a note under sec-
tion 1 of this title.

EFFECTIVE AND TERMINATION DATES OF 2003
AMENDMENT

Pub. L. 108-27, title I, §103(c), May 28, 2003, 117 Stat.
754, provided that: ‘“The amendments made by this sec-
tion [amending this section and provisions set out as
an Effective and Termination Dates of 2001 Amendment
note under section 1 of this title] shall apply to taxable
years beginning after December 31, 2002.”’
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Amendments by title I of Pub. L. 108-27 subject to
title IX of the Economic Growth and Tax Relief Rec-
onciliation Act of 2001, Pub. L. 107-16, §901, to the same
extent and in the same manner as the provisions of
such Act to which such amendments relate, see section
107 of Pub. L. 108-27, set out as a note under section 1
of this title.

EFFECTIVE DATE OF 2002 AMENDMENT

Amendment by Pub. L. 107-147 effective as if included
in the provisions of the Economic Growth and Tax Re-
lief Reconciliation Act of 2001, Pub. L. 107-16, to which
such amendment relates, see section 411(x) of Pub. L.
107-147, set out as a note under section 25B of this title.

EFFECTIVE AND TERMINATION DATES OF 2001
AMENDMENT

Amendment by Pub. L. 107-16 applicable to taxable
years beginning after Dec. 31, 2002, see section 301(d) of
Pub. L. 107-16, as amended, set out as a note under sec-
tion 1 of this title.

Amendment by Pub. L. 107-16 inapplicable to taxable,
plan, or limitation years beginning after Dec. 31, 2012,
and the Internal Revenue Code of 1986 to be applied and
administered to such years as if such amendment had
never been enacted, see section 901 of Pub. L. 107-16, set
out as a note under section 1 of this title.

EFFECTIVE DATE OF 1997 AMENDMENT

Amendment by Pub. L. 105-34 applicable to taxable
years beginning after Dec. 31, 1997, see section 1201(c) of
Pub. L. 105-34, set out as a note under section 59 of this
title.

EFFECTIVE DATE OF 1993 AMENDMENT

Amendment by Pub. L. 103-66 applicable to taxable
years beginning after Dec. 31, 1992, see section 13201(c)
of Pub. L. 103-66, set out as a note under section 1 of
this title.

EFFECTIVE DATE OF 1990 AMENDMENT

Amendment by section 11101(d)(1)(D) of Pub. L.
101-508 applicable to taxable years beginning after Dec.
31, 1990, see section 11101(e) of Pub. L. 101-508, set out
as a note under section 1 of this title.

EFFECTIVE DATE OF 1988 AMENDMENT

Amendment by Pub. L. 100-647 effective, except as
otherwise provided, as if included in the provision of
the Tax Reform Act of 1986, Pub. L. 99-514, to which
such amendment relates, see section 1019(a) of Pub. L.
100-647, set out as a note under section 1 of this title.

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by section 102(a) of Pub. L. 99-514 appli-
cable to taxable years beginning after Dec. 31, 1986, see
section 151(a) of Pub. L. 99-514, set out as a note under
section 1 of this title.

Amendment by section 1272(d)(6) of Pub. L. 99-514 ap-
plicable to taxable years beginning after Dec. 31, 1986,
with certain exceptions and qualifications, see section
1277 of Pub. L. 99-514, set out as a note under section 931
of this title.

EFFECTIVE DATE OF 1981 AMENDMENT

Amendment by section 104(b) of Pub. L. 97-34 applica-
ble to taxable years beginning after Dec. 31, 1984, see
section 104(e) of Pub. L. 97-34, set out as a note under
section 1 of this title.

Amendment by section 111(b)(4) of Pub. L. 97-34 appli-
cable with respect to taxable years beginning after Dec.
31, 1981, see section 115 of Pub. L. 97-34, set out as a
note under section 911 of this title.

Amendment by section 121(b), (c)(2) of Pub. L. 97-34
applicable to contributions made after Dec. 31, 1981, in
taxable years beginning after such date, see section
121(d) of Pub. L. 97-34, set out as a note under section
170 of this title.
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EFFECTIVE DATE OF 1978 AMENDMENT

Amendment by Pub. L. 95-600 effective with respect
to taxable years beginning after Dec. 31, 1978, see sec-
tion 101(f)(1) of Pub. L. 95-600, set out as a note under
section 1 of this title.

EFFECTIVE DATE OF 1977 AMENDMENT

Amendment by Pub. L. 95-30 applicable to taxable
years beginning after Dec. 31, 1976, see section 106(a) of
Pub. L. 95-30, set out as a note under section 1 of this
title.

SAVINGS PROVISION

For provisions that nothing in amendment by section
11801 of Pub. L. 101-508 be construed to affect treatment
of certain transactions occurring, property acquired, or
items of income, loss, deduction, or credit taken into
account prior to Nov. 5, 1990, for purposes of determin-
ing liability for tax for periods ending after Nov. 5, 1990,
see section 11821(b) of Pub. L. 101-508, set out as a note
under section 45K of this title.

§ 64. Ordinary income defined

For purposes of this subtitle, the term ‘‘ordi-
nary income’ includes any gain from the sale or
exchange of property which is neither a capital
asset nor property described in section 1231(b).
Any gain from the sale or exchange of property
which is treated or considered, under other pro-
visions of this subtitle, as ‘‘ordinary income’’
shall be treated as gain from the sale or ex-
change of property which is neither a capital
asset nor property described in section 1231(b).

(Added Pub. L. 94455, title XIX, §1901(a)(10),
Oct. 4, 1976, 90 Stat. 1765.)

§65. Ordinary loss defined

For purposes of this subtitle, the term ‘‘ordi-
nary loss’ includes any loss from the sale or ex-
change of property which is not a capital asset.
Any loss from the sale or exchange of property
which is treated or considered, under other pro-
visions of this subtitle, as ‘‘ordinary loss’ shall
be treated as loss from the sale or exchange of
property which is not a capital asset.

(Added Pub. L. 94-455, title XIX, §1901(a)(11),
Oct. 4, 1976, 90 Stat. 1765.)

§66. Treatment of community income

(a) Treatment of community income where

spouses live apart

If—
(1) 2 individuals are married to each other at
any time during a calendar year;
(2) such individuals—
(A) live apart at all times during the cal-
endar year, and
(B) do not file a joint return under section
6013 with each other for a taxable year be-
ginning or ending in the calendar year;

(3) one or both of such individuals have
earned income for the calendar year which is
community income; and

(4) no portion of such earned income is
transferred (directly or indirectly) between
such individuals before the close of the cal-
endar year,

then, for purposes of this title, any community
income of such individuals for the calendar year
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shall be treated in accordance with the rules

provided by section 879(a).

(b) Secretary may disregard community property
laws where spouse not notified of community
income

The Secretary may disallow the benefits of
any community property law to any taxpayer
with respect to any income if such taxpayer
acted as if solely entitled to such income and
failed to notify the taxpayer’s spouse before the
due date (including extensions) for filing the re-
turn for the taxable year in which the income
was derived of the nature and amount of such in-
come.

(c) Spouse relieved of liability in certain other
cases

Under regulations prescribed by the Secretary,
if—

(1) an individual does not file a joint return
for any taxable year,

(2) such individual does not include in gross
income for such taxable year an item of com-
munity income properly includible therein
which, in accordance with the rules contained
in section 879(a), would be treated as the in-
come of the other spouse,

(3) the individual establishes that he or she
did not know of, and had no reason to know of,
such item of community income, and

(4) taking into account all facts and circum-
stances, it is inequitable to include such item
of community income in such individual’s
gross income,

then, for purposes of this title, such item of
community income shall be included in the
gross income of the other spouse (and not in the
gross income of the individual). Under proce-
dures prescribed by the Secretary, if, taking
into account all the facts and circumstances, it
is inequitable to hold the individual liable for
any unpaid tax or any deficiency (or any portion
of either) attributable to any item for which re-
lief is not available under the preceding sen-
tence, the Secretary may relieve such individual
of such liability.
(d) Definitions

For purposes of this section—

(1) Earned income

The term ‘‘earned income’ has the meaning
given to such term by section 911(d)(2).
(2) Community income

The term ‘‘community income” means in-
come which, under applicable community
property laws, is treated as community in-
come.

(3) Community property laws

The term ‘‘community property Ilaws”
means the community property laws of a
State, a foreign country, or a possession of the
United States.

(Added Pub. L. 96-605, title I, §101(a), Dec. 28,
1980, 94 Stat. 3521; amended Pub. L. 98-369, div.
A, title IV, §424(b)(1)—(2)(B), July 18, 1984, 98
Stat. 802, 803; Pub. L. 101-239, title VII,
§7841(d)(8), Dec. 19, 1989, 103 Stat. 2428; Pub. L.
105-206, title III, §3201(b), July 22, 1998, 112 Stat.
739.)
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AMENDMENTS

1998—Subsec. (c). Pub. L. 105-206 inserted at end
‘“Under procedures prescribed by the Secretary, if, tak-
ing into account all the facts and circumstances, it is
inequitable to hold the individual liable for any unpaid
tax or any deficiency (or any portion of either) attrib-
utable to any item for which relief is not available
under the preceding sentence, the Secretary may re-
lieve such individual of such liability.”’

1989—Subsec. (d)(1). Pub. L. 101-239 substituted ‘‘sec-
tion 911(d)(2)” for ‘‘section 911(b)”.

1984—Pub. L. 98-369, §424(b)(2)(A), struck out ‘‘where
spouses live apart’ in section catchline.

Subsec. (a). Pub. L. 98-369, §424(b)(2)(B), substituted
“Treatment of community income where spouses live
apart’ for ‘‘General rule’’ in heading.

Subsecs. (b) to (d). Pub. L. 98-369, §424(b)(1), added
subsecs. (b) and (¢) and redesignated former subsec. (b)
as (d).

EFFECTIVE DATE OF 1998 AMENDMENT

Amendment by Pub. L. 105-206 applicable to any li-
ability for tax arising after July 22, 1998, and any liabil-
ity for tax arising on or before such date but remaining
unpaid as of such date, see section 3201(g)(1) of Pub. L.
105-206, set out as a note under section 6015 of this title.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by Pub. L. 98-369 applicable to all tax-
able years to which the Internal Revenue Code of 1986
[formerly I.R.C. 1954] applies with corresponding provi-
sions deemed to be included in the Internal Revenue
Code of 1939 and applicable to all taxable years to
which such Code applies, except subsection (b) of this
section is applicable to taxable years beginning after
December 31, 1984, see section 424(c) of Pub. L. 98-369,
set out as a note under section 6013 of this title.

EFFECTIVE DATE

Section 101(c) of Pub. L. 96-605 provided that: ‘“‘The
amendments made by this section [enacting this sec-
tion] shall apply to calendar years beginning after De-
cember 31, 1980.”

§67. 2-percent floor on miscellaneous itemized
deductions

(a) General rule

In the case of an individual, the miscellaneous
itemized deductions for any taxable year shall
be allowed only to the extent that the aggregate
of such deductions exceeds 2 percent of adjusted
gross income.

(b) Miscellaneous itemized deductions

For purposes of this section, the term ‘“‘mis-
cellaneous itemized deductions’” means the
itemized deductions other than—

(1) the deduction under section 163 (relating
to interest),

(2) the deduction under section 164 (relating
to taxes),

(3) the deduction under section 165(a) for cas-
ualty or theft losses described in paragraph (2)
or (3) of section 165(c) or for losses described in
section 165(d),

(4) the deductions under section 170 (relating
to charitable, etc., contributions and gifts)
and section 642(c) (relating to deduction for
amounts paid or permanently set aside for a
charitable purpose),

(5) the deduction under section 213 (relating
to medical, dental, etc., expenses),

(6) any deduction allowable for impairment-
related work expenses,
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(7) the deduction under section 691(c) (relat-
ing to deduction for estate tax in case of in-
come in respect of the decedent),

(8) any deduction allowable in connection
with personal property used in a short sale,

(9) the deduction under section 1341 (relating
to computation of tax where taxpayer restores
substantial amount held under claim of right),

(10) the deduction under section 72(b)(3) (re-
lating to deduction where annuity payments
cease before investment recovered),

(11) the deduction under section 171 (relating
to deduction for amortizable bond premium),
and

(12) the deduction under section 216 (relating
to deductions in connection with cooperative
housing corporations).

(c¢) Disallowance of indirect deduction through
pass-thru entity
(1) In general

The Secretary shall prescribe regulations
which prohibit the indirect deduction through
pass-thru entities of amounts which are not
allowable as a deduction if paid or incurred di-
rectly by an individual and which contain such
reporting requirements as may be necessary to
carry out the purposes of this subsection.

(2) Treatment of publicly offered regulated in-
vestment companies

(A) In general

Paragraph (1) shall not apply with respect
to any publicly offered regulated investment
company.

(B) Publicly offered regulated investment
companies

For purposes of this subsection—
(i) In general

The term ‘‘publicly offered regulated in-
vestment company’ means a regulated in-
vestment company the shares of which
are—

(I) continuously offered pursuant to a
public offering (within the meaning of
section 4 of the Securities Act of 1933, as
amended (15 U.S.C. 77a to 77aa)),

(IT) regularly traded on an established
securities market, or

(IIT) held by or for no fewer than 500
persons at all times during the taxable
year.

(ii) Secretary may reduce 500 person re-
quirement

The Secretary may by regulation de-
crease the minimum shareholder require-
ment of clause (i)(III) in the case of regu-
lated investment companies which experi-
ence a loss of shareholders through net re-
demptions of their shares.

(3) Treatment of certain other entities
Paragraph (1) shall not apply—
(A) with respect to cooperatives and real
estate investment trusts, and
(B) except as provided in regulations, with
respect to estates and trusts.
(d) Impairment-related work expenses

For purposes of this section, the term ‘‘im-
pairment-related work expenses’’ means ex-
penses—
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(1) of a handicapped individual (as defined in
section 190(b)(3)) for attendant care services at
the individual’s place of employment and
other expenses in connection with such place
of employment which are necessary for such
individual to be able to work, and

(2) with respect to which a deduction is al-
lowable under section 162 (determined without
regard to this section).

(e) Determination of adjusted gross income in
case of estates and trusts

For purposes of this section, the adjusted
gross income of an estate or trust shall be com-
puted in the same manner as in the case of an
individual, except that—

(1) the deductions for costs which are paid or
incurred in connection with the administra-
tion of the estate or trust and which would not
have been incurred if the property were not
held in such trust or estate, and

(2) the deductions allowable under sections
642(b), 651, and 661,

shall be treated as allowable in arriving at ad-
justed gross income. Under regulations, appro-
priate adjustments shall be made in the applica-
tion of part I of subchapter J of this chapter to
take into account the provisions of this section.
(f) Coordination with other limitation

This section shall be applied before the appli-
cation of the dollar limitation of the second sen-
tence of section 162(a) (relating to trade or busi-
ness expenses).

(Added Pub. L. 99-514, title I, §132(a), Oct. 22,
1986, 100 Stat. 2113; amended Pub. L. 100-647, title
I, §1001(f), title IV, §4011(a), Nov. 10, 1988, 102
Stat. 3351, 3655; Pub. L. 101-239, title VII, § 7814(f),
Dec. 19, 1989, 103 Stat. 2414; Pub. L. 103-66, title
XIII, §13213(c)(2), Aug. 10, 1993, 107 Stat. 474; Pub.
L. 105-277, div. J, title IV, §4004(b)(1), Oct. 21,
1998, 112 Stat. 2681-910; Pub. L. 106-554, §1(a)(7)
[title III, §319(2)], Dec. 21, 2000, 114 Stat. 2763,
2763A—-646.)

REFERENCES IN TEXT

Section 4 of the Securities Act of 1933, referred to in
subsec. (¢)(2)(B)(A)(I), is classified to section 77d of Title
15, Commerce and Trade.

AMENDMENTS

2000—Subsec. (f). Pub. L. 106-554 substituted ‘‘the sec-
ond sentence’ for ‘‘the last sentence’.

1998—Subsec. (b)(3). Pub. L. 105-277 substituted ‘for
casualty or theft losses described in paragraph (2) or (3)
of section 165(c) or for losses described in section
165(d)” for ‘“‘for losses described in subsection (c)(3) or
(d) of section 165°.

1993—Subsec. (b)(6) to (13). Pub. L. 103-66 redesignated
pars. (7) to (13) as (6) to (12), respectively, and struck
out former par. (6) which read as follows: ‘‘the deduc-
tion under section 217 (relating to moving expenses),”’.

1989—Subsec. (c)(4). Pub. L. 101-239 struck out par. (4)
which read as follows: ‘“TERMINATION.—This subsection
shall not apply to any taxable year beginning after De-
cember 31, 1989.”

1988—Subsec. (b)(4). Pub. L. 100-647, §1001(f)(2), sub-
stituted ‘‘deductions” for ‘‘deduction’ and inserted be-
fore comma at end ‘‘and section 642(c) (relating to de-
duction for amounts paid or permanently set aside for
a charitable purpose)’’.

Subsec. (¢). Pub. L. 100-647, §4011(a), amended subsec.
(c) generally. Prior to amendment subsec. (c) read as
follows: ‘““The Secretary shall prescribe regulations
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which prohibit the indirect deduction through pass-
thru entities of amounts which are not allowable as a
deduction if paid or incurred directly by an individual
and which contain such reporting requirements as may
be necessary to carry out the purposes of this sub-
section. The preceding sentence shall not apply—
‘(1) with respect to cooperatives and real estate in-
vestment trusts, and
““(2) except as provided in regulations, with respect
to estates and trusts.”

Pub. L. 100-647, §1001(f)(4), amended last sentence gen-
erally. Prior to amendment, last sentence read as fol-
lows: ‘“The preceding sentence shall not apply with re-
spect to estates, trusts, cooperatives, and real estate
investment trusts.”

Subsec. (e). Pub. L. 100-647, §1001(f)(3), amended sub-
sec. (e) generally. Prior to amendment, subsec. (e) read
as follows: ‘“For purposes of this section, the adjusted
gross income of an estate or trust shall be computed in
the same manner as in the case of an individual, except
that the deductions for costs which are paid or incurred
in connection with the administration of the estate or
trust and would not have been incurred if the property
were not held in such trust or estate shall be treated as
allowable in arriving at adjusted gross income.”’

Subsec. (f). Pub. L. 100-647, §1001(f)(1), added subsec.
®.

EFFECTIVE DATE OF 1998 AMENDMENT

Pub. L. 105-277, div. J, title IV, §4004(c)(2), Oct. 21,
1998, 112 Stat. 2681-911, provided that: ‘“‘The amendment
made by subsection (b)(1) [amending this section] shall
apply to taxable years beginning after December 31,
1986.”

EFFECTIVE DATE OF 1993 AMENDMENT

Amendment by Pub. L. 103-66 applicable to expenses
incurred after Dec. 31, 1993, see section 13213(e) of Pub.
L. 103-66 set out as a note under section 62 of this title.

EFFECTIVE DATE OF 1989 AMENDMENT

Amendment by Pub. L. 101-239 effective, except as
otherwise provided, as if included in the provision of
the Technical and Miscellaneous Revenue Act of 1988,
Pub. L. 100-647, to which such amendment relates, see
section 7817 of Pub. L. 101-239, set out as a note under
section 1 of this title.

EFFECTIVE DATE OF 1988 AMENDMENT

Amendment by section 1001(f) of Pub. L. 100-647 effec-
tive, except as otherwise provided, as if included in the
provision of the Tax Reform Act of 1986, Pub. L. 99-514,
to which such amendment relates, see section 1019(a) of
Pub. L. 100-647, set out as a note under section 1 of this
title.

Section 4011(b) of Pub. L. 100-647 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to taxable years beginning after De-
cember 31, 1987.”

EFFECTIVE DATE

Section applicable to taxable years beginning after
Dec. 31, 1986, see section 151(a) of Pub. L. 99-514, set out
as an Effective Date of 1986 Amendment note under sec-
tion 1 of this title.

1-YEAR DELAY IN TREATMENT OF PUBLICLY OFFERED
REGULATED INVESTMENT COMPANIES UNDER 2-PER-
CENT FLOOR

Pub. L. 100-203, title X, §10104(a), Dec. 22, 1987, 101
Stat. 1330-386, provided that:

‘(1) GENERAL RULE.—Section 67(c) of the Internal
Revenue Code of 1986 to the extent it relates to indirect
deductions through a publicly offered regulated invest-
ment company shall apply only to taxable years begin-
ning after December 31, 1987.

‘“(2) PUBLICLY OFFERED REGULATED INVESTMENT COM-
PANY DEFINED.—For purposes of this subsection—
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‘‘(A) IN GENERAL.—The term ‘publicly offered regu-
lated investment company’ means a regulated invest-
ment company the shares of which are—

‘(i) continuously offered pursuant to a public of-
fering (within the meaning of section 4 of the Secu-
rities Act of 1933, as amended (15 U.S.C. 77a to 77aa)
[156 U.S.C. 71d]),

‘“(ii) regularly traded on an established securities
market, or

¢“(iii) held by or for no fewer than 500 persons at
all times during the taxable year.

‘(B) SECRETARY MAY REDUCE 500 PERSON REQUIRE-
MENT.—The Secretary of the Treasury or his delegate
may by regulation decrease the minimum share-
holder requirement of subparagraph (A)@ii) in the
case of regulated investment companies which experi-
ence a loss of shareholders through net redemptions
of their shares.”

§ 68. Overall limitation on itemized deductions
(a) General rule

In the case of an individual whose adjusted
gross income exceeds the applicable amount, the
amount of the itemized deductions otherwise al-
lowable for the taxable year shall be reduced by
the lesser of—

(1) 3 percent of the excess of adjusted gross
income over the applicable amount, or
(2) 80 percent of the amount of the itemized
deductions otherwise allowable for such tax-
able year.
(b) Applicable amount
(1) In general

For purposes of this section, the term ‘‘ap-
plicable amount’ means $100,000 ($50,000 in the
case of a separate return by a married individ-
ual within the meaning of section 7703).

(2) Inflation adjustments

In the case of any taxable year beginning in
a calendar year after 1991, each dollar amount
contained in paragraph (1) shall be increased
by an amount equal to—

(A) such dollar amount, multiplied by
(B) the cost-of-living adjustment deter-
mined under section 1(f)(3) for the calendar
year in which the taxable year begins, by
substituting ‘‘calendar year 1990 for ‘‘cal-
endar year 1992 in subparagraph (B) thereof.
(c) Exception for certain itemized deductions

For purposes of this section, the term ‘‘item-
ized deductions” does not include—
(1) the deduction under section 213 (relating
to medical, etc. expenses),
(2) any deduction for investment interest (as
defined in section 163(d)), and
(3) the deduction under section 165(a) for cas-
ualty or theft losses described in paragraph (2)
or (3) of section 165(c) or for losses described in
section 165(d).
(d) Coordination with other limitations

This section shall be applied after the applica-
tion of any other limitation on the allowance of
any itemized deduction.

(e) Exception for estates and trusts
This section shall not apply to any estate or
trust.
(f) Phaseout of limitation
(1) In general
In the case of taxable years beginning after
December 31, 2005, and before January 1, 2010,
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the reduction under subsection (a) shall be
equal to the applicable fraction of the amount
which would (but for this subsection) be the
amount of such reduction.

(2) Applicable fraction

For purposes of paragraph (1), the applicable
fraction shall be determined in accordance
with the following table:

For taxable years beginning The applicable

in calendar year— fraction is—
2006 and 2007 .........eceeereeiieiiiiiiiaanes %
2008 and 2009 .........ccooeeeiiiiiiiiiinneenn. Vs,

(g) Termination

This section shall not apply to any taxable
year beginning after December 31, 2009.

(Added Pub. L. 101-508, title XI, §11103(a), Nov. 5,
1990, 104 Stat. 1388-406; amended Pub. L. 103-66,
title XIII, §§13201(b)(3)(E), 13204, Aug. 10, 1993, 107
Stat. 459, 462; Pub. L. 105-277, div. J, title IV,
§4004(b)(2), Oct. 21, 1998, 112 Stat. 2681-911; Pub.
L. 107-16, title I, §103(a), June 7, 2001, 115 Stat.
44.)

INFLATION ADJUSTED ITEMS FOR CERTAIN YEARS

For inflation adjustment of certain items in
this section, see Revenue Procedures listed in a
table under section 1 of this title.

AMENDMENT OF SECTION

For termination of amendment by section 901
of Pub. L. 107-16, see Effective and Termination
Dates of 2001 Amendment note below.

AMENDMENTS

2001—Subsecs. (), (g). Pub. L. 107—16, §§103(a), 901,
temporarily added subsecs. (f) and (g). See Effective
and Termination Dates of 2001 Amendment note below.

1998—Subsec. (¢)(3). Pub. L. 105-277 substituted ‘‘for
casualty or theft losses described in paragraph (2) or (3)
of section 165(c) or for losses described in section
165(d)” for ‘“‘for losses described in subsection (c)(3) or
(d) of section 165”°.

1993—Subsec. (b)(2)(B). Pub. L. 103-66, §13201(b)(3)(E),
substituted ‘1992 for 1989”.

Subsec. (f). Pub. L. 103-66, §13204, struck out heading
and text of subsec. (f). Text read as follows: ‘“This sec-
tion shall not apply to any taxable year beginning after
December 31, 1995.”’

EFFECTIVE AND TERMINATION DATES OF 2001
AMENDMENT

Pub. L. 107-16, title I, §103(b), June 7, 2001, 115 Stat.
45, provided that: ‘“The amendment made by this sec-
tion [amending this section] shall apply to taxable
years beginning after December 31, 2005.’

Amendment by Pub. L. 107-16 inapplicable to taxable,
plan, or limitation years beginning after Dec. 31, 2012,
and the Internal Revenue Code of 1986 to be applied and
administered to such years as if such amendment had
never been enacted, see section 901 of Pub. L. 107-16, set
out as a note under section 1 of this title.

EFFECTIVE DATE OF 1998 AMENDMENT

Pub. L. 105-277, div. J, title IV, §4004(c)(3), Oct. 21,
1998, 112 Stat. 2681-911, provided that: ‘““The amendment
made by subsection (b)(2) [amending this section] shall
apply to taxable years beginning after December 31,
1990.”

EFFECTIVE DATE OF 1993 AMENDMENT

Amendment by section 13201(b)(3)(E) of Pub. L. 103-66
applicable to taxable years beginning after Dec. 31,
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1992, see section 13201(c) of Pub. L. 103-66, set out as a
note under section 1 of this title.

EFFECTIVE DATE

Section applicable to taxable years beginning after
Dec. 31, 1990, see section 11103(e) of Pub. L. 101-508, set
out as an Effective Date of 1990 Amendment note under
section 1 of this title.

PART II-ITEMS SPECIFICALLY INCLUDED
IN GROSS INCOME

Sec.

1. Alimony and separate maintenance pay-
ments.

2. Annuities; certain proceeds of endowment
and life insurance contracts.

73. Services of child.

74. Prizes and awards.

75. Dealers in tax-exempt securities.

[76. Repealed.]

. Commodity credit loans.

8. Dividends received from certain foreign cor-
porations by domestic corporations choos-
ing foreign tax credit.

79. Group-term life insurance purchased for em-
ployees.

80. Restoration of value of certain securities.

[81. Repealed.]

82. Reimbursement of moving expenses.!

83. Property transferred in connection with per-
formance of services.

84. Transfer of appreciated property to political
organizations.!

85. Unemployment compensation.

86. Social security and tier 1 railroad retirement
benefits.

87. Alcohol and biodiesel fuels credits.

88. Certain amounts with respect to nuclear de-
commissioning costs.

[89. Repealed.]

90. Illegal Federal irrigation subsidies.

AMENDMENTS

2004—Pub. L. 108-357, title III, §302(c)(1)(B), Oct. 22,
2004, 118 Stat. 1465, substituted ‘‘and biodiesel fuels
credits” for ‘‘fuel credit” in item 87.

1989—Pub. L. 101-239, title VII, §7822(c), Dec. 19, 1989,
103 Stat. 2425, substituted ‘‘Illegal Federal irrigation’
for ‘“Federal irrigation’ in item 90.

Pub. L. 101-140, title II, §202(b), Nov. 8, 1989, 103 Stat.
830, struck out item 89 ‘‘Benefits provided under certain
employee benefit plans’.

1987—Pub. L. 100-203, title X, §§10201(b)(6), 10611(b),
Dec. 22, 1987, 101 Stat. 1330-387, 1330-452, struck out item
81 ‘‘Increase in vacation pay suspense account’ and
added item 90.

1986—Pub. L. 99-514, title VIII, §805(c)(1)(B), title XI,
§1151(j)(1), Oct. 22, 1986, 100 Stat. 2362, 2508, substituted
‘“‘Increase in vacation pay suspense account’ for ‘‘Cer-
tain increases in suspense accounts’ in item 81, and
added item 89.

1984—Pub. L. 98-369, div. A, title I, §91(f)(2), July 18,
1984, 98 Stat. 608, added item 88.

1983—Pub. L. 98-21, title I, §121(f)(3), Apr. 20, 1983, 97
Stat. 84, added item 86 and redesignated former item 86
as 87.

1980—Pub. L. 96-223, title II, §232(c)(3), Apr. 2, 1980, 94
Stat. 277, added item 86.

1978—Pub. L. 95600, title I, §112(c)(1), Nov. 6, 1978, 92
Stat. 2778, added item 85.

1976—Pub. L. 94455, title XIX, §1901(b)(5), Oct. 4, 1976,
90 Stat. 1793, struck out item 76 ‘‘Mortgages made or
obligations issued by joint-stock land banks’.

1975—Pub. L. 93-625, §§4(c)(2), 13(a)(2), Jan. 3, 1975, 88
Stat. 2111, 2121, substituted ‘‘Certain increases in sus-
pense accounts’ for ‘‘Increases in suspense account
under section 166(g)’’ in item 81, and added item 84.

180 in original. Does not conform to section catchline.
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1969—Pub. L. 91-172, title II, §231(c)(1), title III,
§321(c), Dec. 30, 1969, 83 Stat. 579, 591, added items 82, 83.

1966—Pub. L. 89-722, §1(b)(2), Nov. 2, 1966, 80 Stat. 1152,
added item 81.

Pub. L. 89-384, §1(b)(2), Apr. 8, 1966, 80 Stat. 102, added
item 80.

1964—Pub. L. 88-272, title II, §204(a)(2), Feb. 26, 1964, 78
Stat. 36, added item 79.

1962—Pub. L. 87-834, §9(d)(1), Oct. 16, 1962, 76 Stat.
1001, added item 78.

§71. Alimony and separate maintenance pay-
ments

(a) General rule

Gross income includes amounts received as al-
imony or separate maintenance payments.

(b) Alimony or separate maintenance payments
defined

For purposes of this section—
(1) In general

The term ‘“‘alimony or separate maintenance
payment’’ means any payment in cash if—

(A) such payment is received by (or on be-
half of) a spouse under a divorce or separa-
tion instrument,

(B) the divorce or separation instrument
does not designate such payment as a pay-
ment which is not includible in gross income
under this section and not allowable as a de-
duction under section 215,

(C) in the case of an individual legally sep-
arated from his spouse under a decree of di-
vorce or of separate maintenance, the payee
spouse and the payor spouse are not mem-
bers of the same household at the time such
payment is made, and

(D) there is no liability to make any such
payment for any period after the death of
the payee spouse and there is no liability to
make any payment (in cash or property) as
a substitute for such payments after the
death of the payee spouse.

(2) Divorce or separation instrument

The term ‘‘divorce or separation instru-
ment’”’ means—

(A) a decree of divorce or separate mainte-
nance or a written instrument incident to
such a decree,

(B) a written separation agreement, or

(C) a decree (not described in subparagraph
(A)) requiring a spouse to make payments
for the support or maintenance of the other
spouse.

(c) Payments to support children
(1) In general

Subsection (a) shall not apply to that part of
any payment which the terms of the divorce or
separation instrument fix (in terms of an
amount of money or a part of the payment) as
a sum which is payable for the support of chil-
dren of the payor spouse.

(2) Treatment of certain reductions related to
contingencies involving child

For purposes of paragraph (1), if any amount
specified in the instrument will be reduced—
(A) on the happening of a contingency
specified in the instrument relating to a
child (such as attaining a specified age,
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marrying, dying, leaving school, or a similar
contingency), or

(B) at a time which can clearly be associ-
ated with a contingency of a kind specified
in subparagraph (A),

an amount equal to the amount of such reduc-
tion will be treated as an amount fixed as pay-
able for the support of children of the payor
spouse.

(3) Special rule where payment is less than
amount specified in instrument

For purposes of this subsection, if any pay-
ment is less than the amount specified in the
instrument, then so much of such payment as
does not exceed the sum payable for support
shall be considered a payment for such sup-
port.

(d) Spouse

For purposes of this section,
‘“‘spouse’’ includes a former spouse.

the term

(e) Exception for joint returns

This section and section 215 shall not apply if
the spouses make a joint return with each other.

(f) Recomputation where excess front-loading of
alimony payments

(1) In general

If there are excess alimony payments—

(A) the payor spouse shall include the
amount of such excess payments in gross in-
come for the payor spouse’s taxable year be-
ginning in the 3rd post-separation year, and

(B) the payee spouse shall be allowed a de-
duction in computing adjusted gross income
for the amount of such excess payments for
the payee’s taxable year beginning in the 3rd
post-separation year.

(2) Excess alimony payments

For purposes of this subsection, the term
“‘excess alimony payments’” mean the sum
of—

(A) the excess payments for the 1st post-
separation year, and

(B) the excess payments for the 2nd post-
separation year.

(3) Excess payments for 1st post-separation
year

For purposes of this subsection, the amount
of the excess payments for the 1st post-separa-
tion year is the excess (if any) of—

(A) the amount of the alimony or separate
maintenance payments paid by the payor
spouse during the 1lst post-separation year,
over

(B) the sum of—

(i) the average of—

(I) the alimony or separate mainte-
nance payments paid by the payor
spouse during the 2nd post-separation
year, reduced by the excess payments for
the 2nd post-separation year, and

(IT) the alimony or separate mainte-
nance payments paid by the payor
spouse during the 3rd post-separation
year, plus

(ii) $15,000.
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(4) Excess payments for 2nd post-separation
year

For purposes of this subsection, the amount
of the excess payments for the 2nd post-sepa-
ration year is the excess (if any) of—

(A) the amount of the alimony or separate
maintenance payments paid by the payor
spouse during the 2nd post-separation year,
over

(B) the sum of—

(i) the amount of the alimony or sepa-
rate maintenance payments paid by the
payor spouse during the 3rd post-separa-
tion year, plus

(ii) $15,000.

(5) Exceptions

(A) Where payment ceases by reason of death
or remarriage

Paragraph (1) shall not apply if—

(i) either spouse dies before the close of
the 3rd post-separation year, or the payee
spouse remarries before the close of the
3rd post-separation year, and

(ii) the alimony or separate maintenance
payments cease by reason of such death or
remarriage.

(B) Support payments

For purposes of this subsection, the term
“alimony or separate maintenance pay-
ment”’ shall not include any payment re-
ceived under a decree described in subsection
(0)(2)(C).

(C) Fluctuating payments not within control
of payor spouse

For purposes of this subsection, the term
“alimony or separate maintenance pay-
ment’”’ shall not include any payment to the
extent it is made pursuant to a continuing
liability (over a period of not less than 3
years) to pay a fixed portion or portions of
the income from a business or property or
from compensation for employment or self-
employment.

(6) Post-separation years

For purposes of this subsection, the term
‘‘1st post-separation years’” means the 1st cal-
endar year in which the payor spouse paid to
the payee spouse alimony or separate mainte-
nance payments to which this section applies.
The 2nd and 3rd post-separation years shall be
the 1st and 2nd succeeding calendar years, re-
spectively.

(g) Cross references

(1) For deduction of alimony or separate mainte-
nance payments, see section 215.

(2) For taxable status of income of an estate or
trust in the case of divorce, etc., see section 682.

(Aug. 16, 1954, ch. 736, 68A Stat. 19; Pub. L. 98-369,
div. A, title IV, §422(a), July 18, 1984, 98 Stat. 795;
Pub. L. 99-514, title XVIII, §1843(a)-(c)(1), (d),
Oct. 22, 1986, 100 Stat. 2853, 2855.)

AMENDMENTS

1986—Subsec. (b)(1)(D). Pub. L. 99-514, §1843(b), struck
out ‘“‘(and the divorce or separation instrument states
that there is no such liability)” after ‘‘for such pay-
ments after the death of the payee spouse’.
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Subsec. (¢)(2)(B). Pub. L. 99-514, §1843(d), substituted
‘‘specified in subparagraph (A)” for ‘‘specified in para-
graph (1)”.

Subsec. (f). Pub. L. 99-514, §1843(c)(1), amended sub-
sec. (f) generally, substituting provisions for the re-
computation of liability where there has been excess
front-loading of alimony payments for provisions set-
ting forth special rules to prevent excess front-loading
of alimony payments.

Subsec. (g). Pub. L. 99-514, §1843(a), added subsec. (g).

1984—Pub. L. 98-369 amended section generally, sub-
stituting present provisions for provisions which had
declared in: subsec. (a), a general rule as to decree of
divorce or separate maintenance in par. (1), written
separation agreement in par. (2), and decree for support
in par. (3); subsec. (b), payments to support minor chil-
dren; subsec. (c¢), principal sum paid in installments,
par. (1) stating a general rule and par. (2) the rule
where period for payment is more than 10 years; subsec.
(d), the rule for husband in case of transferred property;
and subsec. (e), cross references to sections 7701(a)(17),
215, and 682.

EFFECTIVE DATE OF 1986 AMENDMENT; TRANSITIONAL
RULE

Section 1843(c)(2), (3) of Pub. L. 99-514 provided that:

‘“(2) EFFECTIVE DATES.—

‘“(A) IN GENERAL.—The amendment made by para-
graph (1) [amending this section] shall apply with re-
spect to divorce or separation instruments (as defined
in section 71(b)(2)) of the Internal Revenue Code of
1986 executed after December 31, 1986.

‘(B) MODIFICATIONS OF INSTRUMENTS EXECUTED BE-
FORE JANUARY 1, 1987.—The amendments made by para-
graph (1) [amending this section] shall also apply to
any divorce or separation instrument (as so defined)
executed before January 1, 1987, but modified on or
after such date if the modification expressly provides
that the amendments made by paragraph (1) shall
apply to such modification.

‘“(3) TRANSITIONAL RULE.—In the case of any instru-
ment to which the amendment made by paragraph (1)
[amending this section] does not apply, paragraph (2) of
section 71(f) of the Internal Revenue Code of 1954 [now
1986] (as in effect on the day before the date of the en-
actment of this Act [Oct. 22, 1986]) shall apply only
with respect to the first 3 post-separation years.”

EFFECTIVE DATE OF 1984 AMENDMENT

Section 422(e) of Pub. L. 98-369, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘(1) IN GENERAL.—Except as otherwise provided in
this subsection, the amendments made by this section
[amending this section and sections 215, 219, 682, 6676,
and 7701 of this title] shall apply with respect to di-
vorce or separation instruments (as defined in section
71(b)(2) of the Internal Revenue Code of 1986 [formerly
IL.R.C. 1954], as amended by this section) executed after
December 31, 1984.

¢“(2) MODIFICATIONS OF INSTRUMENTS EXECUTED BEFORE
JANUARY 1, 1985.—The amendments made by this section
shall also apply to any divorce or separation instru-
ment (as so defined) executed before January 1, 1985,
but modified on or after such date if the modification
expressly provides that the amendments made by this
section shall apply to such modification.

“(3) REQUIREMENT OF IDENTIFICATION NUMBER.—Sec-
tion 215(c) of the Internal Revenue Code of 1986 (as
amended by subsection (b)) and the amendments made
by subsection (¢) [amending section 6676 of this title]
shall apply to payments made after December 31, 1984.”

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
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first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

§72. Annuities; certain proceeds of endowment
and life insurance contracts

(a) General rules for annuities
(1) Income inclusion

Except as otherwise provided in this chap-
ter, gross income includes any amount re-
ceived as an annuity (whether for a period cer-
tain or during one or more lives) under an an-
nuity, endowment, or life insurance contract.

(2) Partial annuitization

If any amount is received as an annuity for
a period of 10 years or more or during one or
more lives under any portion of an annuity,
endowment, or life insurance contract—

(A) such portion shall be treated as a sepa-
rate contract for purposes of this section,

(B) for purposes of applying subsections
(b), (c), and (e), the investment in the con-
tract shall be allocated pro rata between
each portion of the contract from which
amounts are received as an annuity and the
portion of the contract from which amounts
are not received as an annuity, and

(C) a separate annuity starting date under
subsection (c¢)(4) shall be determined with re-
spect to each portion of the contract from
which amounts are received as an annuity.

(b) Exclusion ratio
(1) In general

Gross income does not include that part of
any amount received as an annuity under an
annuity, endowment, or life insurance con-
tract which bears the same ratio to such
amount as the investment in the contract (as
of the annuity starting date) bears to the ex-
pected return under the contract (as of such
date).

(2) Exclusion limited to investment

The portion of any amount received as an
annuity which is excluded from gross income
under paragraph (1) shall not exceed the unre-
covered investment in the contract imme-
diately before the receipt of such amount.

(3) Deduction where annuity payments cease
before entire investment recovered

(A) In general

If—

(i) after the annuity starting date, pay-
ments as an annuity under the contract
cease by reason of the death of an annu-
itant, and

(ii) as of the date of such cessation, there
is unrecovered investment in the contract,

the amount of such unrecovered investment
(in excess of any amount specified in sub-
section (e)(b) which was not included in
gross income) shall be allowed as a deduc-
tion to the annuitant for his last taxable
year.

(B) Payments to other persons

In the case of any contract which provides
for payments meeting the requirements of

subparagraphs (B) and (C) of subsection
(c)(2), the deduction under subparagraph (A)
shall be allowed to the person entitled to
such payments for the taxable year in which
such payments are received.

(C) Net operating loss deductions provided

For purposes of section 172, a deduction al-
lowed under this paragraph shall be treated
as if it were attributable to a trade or busi-
ness of the taxpayer.

(4) Unrecovered investment

For purposes of this subsection, the unre-
covered investment in the contract as of any
date is—

(A) the investment in the contract (deter-
mined without regard to subsection (c)(2)) as
of the annuity starting date, reduced by

(B) the aggregate amount received under
the contract on or after such annuity start-
ing date and before the date as of which the
determination is being made, to the extent
such amount was excludable from gross in-
come under this subtitle.

(c) Definitions

(1) Investment in the contract

For purposes of subsection (b), the invest-
ment in the contract as of the annuity start-
ing date is—

(A) the aggregate amount of premiums or
other consideration paid for the contract,
minus

(B) the aggregate amount received under
the contract before such date, to the extent
that such amount was excludable from gross
income under this subtitle or prior income
tax laws.

(2) Adjustment in investment where there is re-
fund feature

If—

(A) the expected return under the contract
depends in whole or in part on the life ex-
pectancy of one or more individuals;

(B) the contract provides for payments to
be made to a beneficiary (or to the estate of
an annuitant) on or after the death of the
annuitant or annuitants; and

(C) such payments are in the nature of a
refund of the consideration paid,

then the value (computed without discount for
interest) of such payments on the annuity
starting date shall be subtracted from the
amount determined under paragraph (1). Such
value shall be computed in accordance with
actuarial tables prescribed by the Secretary.
For purposes of this paragraph and of sub-
section (e)(2)(A), the term ‘‘refund of the con-
sideration paid” includes amounts payable
after the death of an annuitant by reason of a
provision in the contract for a life annuity
with minimum period of payments certain,
but (f part of the consideration was contrib-
uted by an employer) does not include that
part of any payment to a beneficiary (or to the
estate of the annuitant) which is not attrib-
utable to the consideration paid by the em-
ployee for the contract as determined under
paragraph (1)(A).
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(3) Expected return

For purposes of subsection (b), the expected

return under the contract shall be determined
as follows:

(A) Life expectancy

If the expected return under the contract,
for the period on and after the annuity start-
ing date, depends in whole or in part on the
life expectancy of one or more individuals,
the expected return shall be computed with
reference to actuarial tables prescribed by
the Secretary.

(B) Installment payments
If subparagraph (A) does not apply, the ex-
pected return is the aggregate of the

amounts receivable under the contract as an
annuity.

(4) Annuity starting date

For purposes of this section, the annuity

starting date in the case of any contract is the
first day of the first period for which an
amount is received as an annuity under the
contract; except that if such date was before
January 1, 1954, then the annuity starting date
is January 1, 1954.

@

Special rules for qualified employer retire-
ment plans

(1) Simplified method of taxing annuity pay-

ments
(A) In general

In the case of any amount received as an
annuity under a qualified employer retire-
ment plan—

(i) subsection (b) shall not apply, and
(ii) the investment in the contract shall
be recovered as provided in this paragraph.

(B) Method of recovering investment in con-
tract

(1) In general

Gross income shall not include so much
of any monthly annuity payment under a
qualified employer retirement plan as does
not exceed the amount obtained by divid-
ing—

(I) the investment in the contract (as
of the annuity starting date), by

(IT) the number of anticipated pay-
ments determined under the table con-

tained in clause (iii) (or, in the case of a

contract to which subsection (¢)(3)(B) ap-

plies, the number of monthly annuity
payments under such contract).

(ii) Certain rules made applicable

Rules similar to the rules of paragraphs
(2) and (3) of subsection (b) shall apply for
purposes of this paragraph.

(iii) Number of anticipated payments

If the annuity is payable over the life of
a single individual, the number of antici-
pated payments shall be determined as fol-
lows:
If the age of the
annuitant on
the annuity starting
date is:

The number
of anticipated
payments is:
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Not more than 55 ..........cceeviiiiiiiiniininnn. 360
More than 55 but not more than 60 ...... 310
More than 60 but not more than 65 ...... 260
More than 65 but not more than 70 ...... 210
More than 70 .......cccecvviiiiiiiiiiiineinennneen. 160.

(iv) Number of anticipated payments where
more than one life

If the annuity is payable over the lives of
more than 1 individual, the number of an-
ticipated payments shall be determined as
follows:

If the combined ages of

annuitants are: The number is:

Not more than 110 ........ccceeeveinreinnennnnen. 410
More than 110 but not more than 120 360
More than 120 but not more than 130 310
More than 130 but not more than 140 260
More than 140 .......ccveevieiiiiiiiniiiiieneenns 210.
(C) Adjustment for refund feature not appli-
cable

For purposes of this paragraph, investment
in the contract shall be determined under
subsection (c)(1) without regard to sub-
section (c)(2).

(D) Special rule where lump sum paid in con-
nection with commencement of annuity
payments

If, in connection with the commencement
of annuity payments under any qualified
employer retirement plan, the taxpayer re-
ceives a lump-sum payment—

(i) such payment shall be taxable under
subsection (e) as if received before the an-
nuity starting date, and

(ii) the investment in the contract for
purposes of this paragraph shall be deter-
mined as if such payment had been so re-
ceived.

(E) Exception

This paragraph shall not apply in any case
where the primary annuitant has attained
age 75 on the annuity starting date unless
there are fewer than 5 years of guaranteed
payments under the annuity.

(F) Adjustment where annuity payments not
on monthly basis

In any case where the annuity payments
are not made on a monthly basis, appro-
priate adjustments in the application of this
paragraph shall be made to take into ac-
count the period on the basis of which such
payments are made.

(G) Qualified employer retirement plan

For purposes of this paragraph, the term
“‘qualified employer retirement plan’ means
any plan or contract described in paragraph
(1), (2), or (3) of section 4974(c).

(2) Treatment of employee contributions under

defined contribution plans
For purposes of this section, employee con-

tributions (and any income allocable thereto)
under a defined contribution plan may be
treated as a separate contract.

(e) Amounts not received as annuities
(1) Application of subsection

(A) In general

This subsection shall apply to any amount
which—
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(i) is received under an annuity, endow-
ment, or life insurance contract, and
(ii) is not received as an annuity,

if no provision of this subtitle (other than
this subsection) applies with respect to such
amount.

(B) Dividends

For purposes of this section, any amount
received which is in the nature of a dividend
or similar distribution shall be treated as an
amount not received as an annuity.

(2) General rule

Any amount to which this subsection ap-

plies—

(A) if received on or after the annuity
starting date, shall be included in gross in-
come, or

(B) if received before the annuity starting
date—

(i) shall be included in gross income to
the extent allocable to income on the con-
tract, and

(ii) shall not be included in gross income
to the extent allocable to the investment
in the contract.

(3) Allocation of amounts to income and invest-

ment
For purposes of paragraph (2)(B)—
(A) Allocation to income

Any amount to which this subsection ap-
plies shall be treated as allocable to income
on the contract to the extent that such
amount does not exceed the excess (if any)
of—

(i) the cash value of the contract (deter-
mined without regard to any surrender
charge) immediately before the amount is
received, over

(ii) the investment in the contract at
such time.

(B) Allocation to investment

Any amount to which this subsection ap-
plies shall be treated as allocable to invest-
ment in the contract to the extent that such
amount is not allocated to income under
subparagraph (A).

(4) Special rules for application of paragraph
(2)(B)

For purposes of paragraph (2)(B)—

(A) Loans treated as distributions

If, during any taxable year, an individual—
(i) receives (directly or indirectly) any
amount as a loan under any contract to
which this subsection applies, or
(ii) assigns or pledges (or agrees to as-
sign or pledge) any portion of the value of
any such contract,

such amount or portion shall be treated as
received under the contract as an amount
not received as an annuity. The preceding
sentence shall not apply for purposes of de-
termining investment in the contract, ex-
cept that the investment in the contract
shall be increased by any amount included
in gross income by reason of the amount
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treated as received under the preceding sen-
tence.

(B) Treatment of policyholder dividends

Any amount described in paragraph (1)(B)
shall not be included in gross income under
paragraph (2)(B)(i) to the extent such
amount is retained by the insurer as a pre-
mium or other consideration paid for the
contract.

(C) Treatment of transfers without adequate
consideration

(i) In general

If an individual who holds an annuity
contract transfers it without full and ade-
quate consideration, such individual shall
be treated as receiving an amount equal to
the excess of—

(I) the cash surrender value of such
contract at the time of transfer, over

(IT) the investment in such contract at
such time,

under the contract as an amount not re-

ceived as an annuity.

(ii) Exception for certain transfers between
spouses or former spouses

Clause (i) shall not apply to any transfer
to which section 1041(a) (relating to trans-
fers of property between spouses or inci-
dent to divorce) applies.

(iii) Adjustment to investment in contract
of transferee

If under clause (i) an amount is included
in the gross income of the transferor of an
annuity contract, the investment in the
contract of the transferee in such contract
shall be increased by the amount so in-
cluded.

(5) Retention of existing rules in certain cases

(A) In general

In any case to which this paragraph ap-
plies—
(i) paragraphs (2)(B) and (4)(A) shall not
apply, and
(ii) if paragraph (2)(A) does not apply,

the amount shall be included in gross in-
come, but only to the extent it exceeds the
investment in the contract.

(B) Existing contracts

This paragraph shall apply to contracts
entered into before August 14, 1982. Any
amount allocable to investment in the con-
tract after August 13, 1982, shall be treated
as from a contract entered into after such
date.

(C) Certain life insurance and endowment
contracts

Except as provided in paragraph (10) and
except to the extent prescribed by the Sec-
retary by regulations, this paragraph shall
apply to any amount not received as an an-
nuity which is received under a life insur-
ance or endowment contract.

(D) Contracts under qualified plans

Except as provided in paragraph (8), this
paragraph shall apply to any amount re-
ceived—
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(i) from a trust described in section
401(a) which is exempt from tax under sec-
tion 501(a),

(ii) from a contract—

(I) purchased by a trust described in

clause (i),

(IT) purchased as part of a plan de-

scribed in section 403(a),

(IIT) described in section 403(b), or

(IV) provided for employees of a life in-
surance company under a plan described
in section 818(a)(3), or

(iii) from an individual retirement ac-
count or an individual retirement annuity.

Any dividend described in section 404(k)

which is received by a participant or bene-

ficiary shall, for purposes of this subpara-

graph, be treated as paid under a separate

contract to which clause (ii)(I) applies.

(E) Full refunds, surrenders, redemptions,
and maturities

This paragraph shall apply to—

(i) any amount received, whether in a
single sum or otherwise, under a contract
in full discharge of the obligation under
the contract which is in the nature of a re-
fund of the consideration paid for the con-
tract, and

(ii) any amount received under a con-
tract on its complete surrender, redemp-
tion, or maturity.

In the case of any amount to which the pre-
ceding sentence applies, the rule of para-
graph (2)(A) shall not apply.

(6) Investment in the contract

For purposes of this subsection, the invest-
ment in the contract as of any date is—

(A) the aggregate amount of premiums or
other consideration paid for the contract be-
fore such date, minus

(B) the aggregate amount received under
the contract before such date, to the extent
that such amount was excludable from gross
income under this subtitle or prior income
tax laws.

[(7) Repealed. Pub. L. 100-647, title I,

§1011A(b)(9)(A), Nov. 10, 1988, 102 Stat.

3474]

(8) Extension of paragraph (2)(b)! to qualified
plans

(A) In general

Notwithstanding any other provision of
this subsection, in the case of any amount
received before the annuity starting date
from a trust or contract described in para-
graph (56)(D), paragraph (2)(B) shall apply to
such amounts.

(B) Allocation of amount received

For purposes of paragraph (2)(B), the
amount allocated to the investment in the
contract shall be the portion of the amount
described in subparagraph (A) which bears
the same ratio to such amount as the invest-
ment in the contract bears to the account

180 in original. Probably should be paragraph “(2)(B)”.
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balance. The determination under the pre-
ceding sentence shall be made as of the time
of the distribution or at such other time as
the Secretary may prescribe.

(C) Treatment of forfeitable rights

If an employee does not have a nonforfeit-
able right to any amount under any trust or
contract to which subparagraph (A) applies,
such amount shall not be treated as part of
the account balance.

(D) Investment in the contract before 1987

In the case of a plan which on May 5, 1986,
permitted withdrawal of any employee con-
tributions before separation from service,
subparagraph (A) shall apply only to the ex-
tent that amounts received before the annu-
ity starting date (when increased by
amounts previously received under the con-
tract after December 31, 1986) exceed the in-
vestment in the contract as of December 31,
1986.

(9) Extension of paragraph (2)(B) to qualified
tuition programs and Coverdell education
savings accounts

Notwithstanding any other provision of this
subsection, paragraph (2)(B) shall apply to
amounts received under a qualified tuition
program (as defined in section 529(b)) or under
a Coverdell education savings account (as de-
fined in section 530(b)). The rule of paragraph
(8)(B) shall apply for purposes of this para-
graph.

(10) Treatment of modified endowment con-
tracts

(A) In general

Notwithstanding paragraph (5)(C), in the
case of any modified endowment contract (as
defined in section 7702A)—

(i) paragraphs (2)(B) and (4)(A) shall
apply, and

(ii) in applying paragraph (4)(A), ‘‘any
person’ shall be substituted for ‘“‘an indi-
vidual”.

(B) Treatment of certain burial contracts

Notwithstanding subparagraph (A), para-
graph (4)(A) shall not apply to any assign-
ment (or pledge) of a modified endowment
contract if such assignment (or pledge) is
solely to cover the payment of expenses re-
ferred to in section 7702(e)(2)(C)(iii) and if
the maximum death benefit under such con-
tract does not exceed $25,000.

(11) Special rules for certain combination con-
tracts providing long-term care insurance

Notwithstanding paragraphs (2), (5)(C), and
(10), in the case of any charge against the cash
value of an annuity contract or the cash sur-
render value of a life insurance contract made
as payment for coverage under a qualified
long-term care insurance contract which is
part of or a rider on such annuity or life insur-
ance contract—

(A) the investment in the contract shall be
reduced (but not below zero) by such charge,
and

(B) such charge shall not be includible in
gross income.
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(12) Anti-abuse rules
(A) In general

For purposes of determining the amount
includible in gross income under this sub-
section—

(i) all modified endowment contracts is-
sued by the same company to the same
policyholder during any calendar year
shall be treated as 1 modified endowment
contract, and

(ii) all annuity contracts issued by the
same company to the same policyholder
during any calendar year shall be treated
as 1 annuity contract.

The preceding sentence shall not apply to
any contract described in paragraph (5)(D).

(B) Regulatory authority

The Secretary may by regulations pre-
scribe such additional rules as may be nec-
essary or appropriate to prevent avoidance
of the purposes of this subsection through
serial purchases of contracts or otherwise.

(f) Special rules for computing employees’ con-
tributions

In computing, for purposes of subsection
(¢)(1)(A), the aggregate amount of premiums or
other consideration paid for the contract, and
for purposes of subsection (e)(6), the aggregate
premiums or other consideration paid, amounts
contributed by the employer shall be included,
but only to the extent that—

(1) such amounts were includible in the gross
income of the employee under this subtitle or
prior income tax laws; or

(2) if such amounts had been paid directly to
the employee at the time they were contrib-
uted, they would not have been includible in
the gross income of the employee under the
law applicable at the time of such contribu-
tion.

Paragraph (2) shall not apply to amounts which
were contributed by the employer after Decem-
ber 31, 1962, and which would not have been in-
cludible in the gross income of the employee by
reason of the application of section 911 if such
amounts had been paid directly to the employee
at the time of contribution. The preceding sen-
tence shall not apply to amounts which were
contributed by the employer, as determined
under regulations prescribed by the Secretary,
to provide pension or annuity credits, to the ex-
tent such credits are attributable to services
performed before January 1, 1963, and are pro-
vided pursuant to pension or annuity plan provi-
sions in existence on March 12, 1962, and on that
date applicable to such services, or to the extent
such credits are attributable to services per-
formed as a foreign missionary (within the
meaning of section 403(b)(2)(D)(iii), as in effect
before the enactment of the Economic Growth
and Tax Relief Reconciliation Act of 2001).

(g) Rules for transferee where transfer was for
value

Where any contract (or any interest therein) is
transferred (by assignment or otherwise) for a
valuable consideration, to the extent that the
contract (or interest therein) does not, in the
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hands of the transferee, have a basis which is de-
termined by reference to the basis in the hands
of the transferor, then—

(1) for purposes of this section, only the ac-
tual value of such consideration, plus the
amount of the premiums and other consider-
ation paid by the transferee after the transfer,
shall be taken into account in computing the
aggregate amount of the premiums or other
consideration paid for the contract;

(2) for purposes of subsection (c)(1)(B), there
shall be taken into account only the aggregate
amount received under the contract by the
transferee before the annuity starting date, to
the extent that such amount was excludable
from gross income under this subtitle or prior
income tax laws; and

(3) the annuity starting date is January 1,
1954, or the first day of the first period for
which the transferee received an amount
under the contract as an annuity, whichever is
the later.

For purposes of this subsection, the term
“¢transferee’ includes a beneficiary of, or the es-
tate of, the transferee.

(h) Option to receive annuity in lieu of lump sum

If—

(1) a contract provides for payment of a
lump sum in full discharge of an obligation
under the contract, subject to an option to re-
ceive an annuity in lieu of such lump sum;

(2) the option is exercised within 60 days
after the day on which such lump sum first be-
came payable; and

(3) part or all of such lump sum would (but
for this subsection) be includible in gross in-
come by reason of subsection (e)(1),

then, for purposes of this subtitle, no part of

such lump sum shall be considered as includible

in gross income at the time such lump sum first

became payable.

[G) Repealed. Pub. L. 94-455, title
§1951(b)(1)(A), Oct. 4, 1976, 90 Stat. 1836]

(j) Interest

Notwithstanding any other provision of this
section, if any amount is held under an agree-
ment to pay interest thereon, the interest pay-
ments shall be included in gross income.

[(k) Repealed. Pub. L. 98-369, div. A, title IV,
§421(b)(1), July 18, 1984, 98 Stat. 794]

XIX,

(1) Face-amount certificates

For purposes of this section, the term ‘‘endow-
ment contract” includes a face-amount certifi-
cate, as defined in section 2(a)(15) of the Invest-
ment Company Act of 1940 (15 U.S.C., sec. 80a-2),
issued after December 31, 1954.

(m) Special rules applicable to employee annu-

ities and distributions under employee plans

[(1) Repealed. Pub. L. 93-406, title II,
§2001(h)(2), Sept. 2, 1974, 88 Stat. 957]

(2) Computation of consideration paid by the
employee
In computing—
(A) the aggregate amount of premiums or
other consideration paid for the contract for
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purposes of subsection (c)(1)(A) (relating to
the investment in the contract), and

(B) the aggregate premiums or other con-
sideration paid for purposes of subsection
(e)(6) (relating to certain amounts not re-
ceived as an annuity),

any amount allowed as a deduction with re-
spect to the contract under section 404 which
was paid while the employee was an employee
within the meaning of section 401(c)(1) shall be
treated as consideration contributed by the
employer, and there shall not be taken into
account any portion of the premiums or other
consideration for the contract paid while the
employee was an owner-employee which is
properly allocable (as determined under regu-
lations prescribed by the Secretary) to the
cost of life, accident, health, or other insur-
ance.
(3) Life insurance contracts

(A) This paragraph shall apply to any life

insurance contract—
(i) purchased as a part of a plan de-
scribed in section 403(a), or
(ii) purchased by a trust described in sec-

tion 401(a) which is exempt from tax under

section b501(a) if the proceeds of such con-

tract are payable directly or indirectly to

a participant in such trust or to a bene-

ficiary of such participant.

(B) Any contribution to a plan described in
subparagraph (A)(i) or a trust described in
subparagraph (A)(ii) which is allowed as a
deduction under section 404, and any income
of a trust described in subparagraph (A)(ii),
which is determined in accordance with reg-
ulations prescribed by the Secretary to have
been applied to purchase the life insurance
protection under a contract described in sub-
paragraph (A), is includible in the gross in-
come of the participant for the taxable year
when so applied.

(C) In the case of the death of an individ-
ual insured under a contract described in
subparagraph (A), an amount equal to the
cash surrender value of the contract imme-
diately before the death of the insured shall
be treated as a payment under such plan or
a distribution by such trust, and the excess
of the amount payable by reason of the
death of the insured over such cash surren-
der value shall not be includible in gross in-
come under this section and shall be treated
as provided in section 101.

[(4) Repealed. Pub. L. 97-248, title II,

§236(b)(1), Sept. 3, 1982, 96 Stat. 510]

(5) Penalties applicable to certain amounts re-
ceived by 5-percent owners

(A) This paragraph applies to amounts
which are received from a qualified trust de-
scribed in section 401(a) or under a plan de-
scribed in section 403(a) at any time by an
individual who is, or has been, a b-percent
owner, or by a successor of such an individ-
ual, but only to the extent such amounts are
determined, under regulations prescribed by
the Secretary, to exceed the benefits pro-
vided for such individual under the plan for-
mula.
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(B) If a person receives an amount to
which this paragraph applies, his tax under
this chapter for the taxable year in which
such amount is received shall be increased
by an amount equal to 10 percent of the por-
tion of the amount so received which is in-
cludible in his gross income for such taxable
year.

(C) For purposes of this paragraph, the
term ‘‘5-percent owner’” means any individ-
ual who, at any time during the 5 plan years
preceding the plan year ending in the tax-
able year in which the amount is received, is
a b-percent owner (as defined in section
416(1)(1)(B)).

(6) Owner-employee defined

For purposes of this subsection, the term
“owner-employee” has the meaning assigned
to it by section 401(c)(3) and includes an indi-
vidual for whose benefit an individual retire-
ment account or annuity described in section
408(a) or (b) is maintained. For purposes of the
preceding sentence, the term ‘‘owner-em-
ployee’ shall include an employee within the
meaning of section 401(c)(1).

(7) Meaning of disabled

For purposes of this section, an individual
shall be considered to be disabled if he is un-
able to engage in any substantial gainful ac-
tivity by reason of any medically determina-
ble physical or mental impairment which can
be expected to result in death or to be of long-
continued and indefinite duration. An individ-
ual shall not be considered to be disabled un-
less he furnishes proof of the existence thereof
in such form and manner as the Secretary may
require.

[(8) Repealed. Pub. L. 97-248, title II,
§236(b)(1), Sept. 3, 1982, 96 Stat. 510]

[(9) Repealed. Pub. L. 98-369, div. A, title VII,
§713(d)(1), July 18, 1984, 98 Stat. 957]

(10) Determination of investment in the con-
tract in the case of qualified domestic rela-
tions orders

Under regulations prescribed by the Sec-
retary, in the case of a distribution or pay-
ment made to an alternate payee who is the
spouse or former spouse of the participant pur-
suant to a qualified domestic relations order
(as defined in section 414(p)), the investment
in the contract as of the date prescribed in
such regulations shall be allocated on a pro
rata basis between the present value of such
distribution or payment and the present value
of all other benefits payable with respect to
the participant to which such order relates.

(n) Annuities under retired serviceman’s family
protection plan or survivor benefit plan

Subsection (b) shall not apply in the case of
amounts received after December 31, 1965, as an
annuity under chapter 73 of title 10 of the United
States Code, but all such amounts shall be ex-
cluded from gross income until there has been so
excluded (under section 122(b)(1) or this section,
including amounts excluded before January 1,
1966) an amount equal to the consideration for
the contract (as defined by section 122(b)(2)),
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plus any amount treated pursuant to section
101(b)(2)(D) (as in effect on the day before the
date of the enactment of the Small Business Job
Protection Act of 1996) as additional consider-
ation paid by the employee. Thereafter all
amounts so received shall be included in gross
income.

(o) Special rules for distributions from qualified
plans to which employee made deductible
contributions

(1) Treatment of contributions

For purposes of this section and sections 402
and 403, notwithstanding section 414(h), any
deductible employee contribution made to a
qualified employer plan or government plan
shall be treated as an amount contributed by
the employer which is not includible in the
gross income of the employee.

[(2) Repealed. Pub. L. 100-647, title I,
§1011A(c)(8), Nov. 10, 1988, 102 Stat. 3476]

(3) Amounts constructively received
(A) In general

For purposes of this subsection, rules simi-
lar to the rules provided by subsection (p)
(other than the exception contained in para-
graph (2) thereof) shall apply.

(B) Purchase of life insurance

To the extent any amount of accumulated
deductible employee contributions of an em-
ployee are applied to the purchase of life in-
surance contracts, such amount shall be
treated as distributed to the employee in the
year so applied.

(4) Special rule for treatment of rollover
amounts

For purposes of sections 402(c), 403(a)(4), and
403(b)(8), 408(d)(3), and 457(e)(16), the Secretary
shall prescribe regulations providing for such
allocations of amounts attributable to accu-
mulated deductible employee contributions,
and for such other rules, as may be necessary
to insure that such accumulated deductible
employee contributions do not become eligible
for additional tax benefits (or freed from limi-
tations) through the use of rollovers.

(5) Definitions and special rules
For purposes of this subsection—
(A) Deductible employee contributions

The term ‘‘deductible employee contribu-
tions” means any qualified voluntary em-
ployee contribution (as defined in section
219(e)(2)) made after December 31, 1981, in a
taxable year beginning after such date and
made for a taxable year beginning before
January 1, 1987, and allowable as a deduction
under section 219(a) for such taxable year.
(B) Accumulated deductible employee con-

tributions

The term ‘‘accumulated deductible em-
ployee contributions” means the deductible
employee contributions—

(i) increased by the amount of income
and gain allocable to such contributions,
and

(ii) reduced by the sum of the amount of
loss and expense allocable to such con-

tributions and the amounts distributed
with respect to the employee which are at-
tributable to such contributions (or in-
come or gain allocable to such contribu-
tions).

(C) Qualified employer plan

The term ‘‘qualified employer plan’ has
the meaning given to such term by sub-
section (p)(3)(A)({).

(D) Government plan

The term ‘‘government plan’ has the
meaning given such term by subsection
O®E)(B).

(6) Ordering rules

Unless the plan specifies otherwise, any dis-
tribution from such plan shall not be treated
as being made from the accumulated deduct-
ible employee contributions, until all other
amounts to the credit of the employee have
been distributed.

(p) Loans treated as distributions

For purposes of this section—
(1) Treatment as distributions
(A) Loans

If during any taxable year a participant or
beneficiary receives (directly or indirectly)
any amount as a loan from a qualified em-
ployer plan, such amount shall be treated as
having been received by such individual as a
distribution under such plan.

(B) Assignments or pledges

If during any taxable year a participant or
beneficiary assigns (or agrees to assign) or
pledges (or agrees to pledge) any portion of
his interest in a qualified employer plan,
such portion shall be treated as having been
received by such individual as a loan from
such plan.

(2) Exception for certain loans
(A) General rule

Paragraph (1) shall not apply to any loan
to the extent that such loan (when added to
the outstanding balance of all other loans
from such plan whether made on, before, or
after August 13, 1982), does not exceed the
lesser of—

(i) $50,000, reduced by the excess (if any)
of—

(I) the highest outstanding balance of
loans from the plan during the 1-year pe-
riod ending on the day before the date on
which such loan was made, over

(IT) the outstanding balance of loans
from the plan on the date on which such
loan was made, or

(ii) the greater of (I) one-half of the
present value of the nonforfeitable accrued
benefit of the employee under the plan, or
(IT) $10,000.

For purposes of clause (ii), the present value
of the nonforfeitable accrued benefit shall be
determined without regard to any accumu-
lated deductible employee contributions (as
defined in subsection (0)(6)(B)).
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(B) Requirement that loan be repayable with-
in 5 years
(i) In general

Subparagraph (A) shall not apply to any
loan unless such loan, by its terms, is re-
quired to be repaid within 5 years.

(ii) Exception for home loans

Clause (i) shall not apply to any loan
used to acquire any dwelling unit which
within a reasonable time is to be used (de-
termined at the time the loan is made) as
the principal residence of the participant.

(C) Requirement of level amortization

Except as provided in regulations, this
paragraph shall not apply to any loan unless
substantially level amortization of such loan
(with payments not less frequently than
quarterly) is required over the term of the
loan.

(D) Related employers and related plans

For purposes of this paragraph—

(i) the rules of subsections (b), (¢), and
(m) of section 414 shall apply, and

(ii) all plans of an employer (determined
after the application of such subsections)
shall be treated as 1 plan.

(3) Denial of interest deductions in certain
cases

(A) In general

No deduction otherwise allowable under
this chapter shall be allowed under this
chapter for any interest paid or accrued on
any loan to which paragraph (1) does not
apply by reason of paragraph (2) during the
period described in subparagraph (B).

(B) Period to which subparagraph (A) applies

For purposes of subparagraph (A), the pe-
riod described in this subparagraph is the pe-
riod—

(i) on or after the 1st day on which the
individual to whom the loan is made is a
key employee (as defined in section 416(i)),
or

(ii) such loan is secured by amounts at-
tributable to elective deferrals described
in subparagraph (A) or (C) of section
402(g)(3).

(4) Qualified employer plan, etc.
For purposes of this subsection—
(A) Qualified employer plan

(1) In general

The term
means—

(I) a plan described in section 401(a)
which includes a trust exempt from tax
under section 501(a),

(IT) an annuity plan described in sec-
tion 403(a), and

(ITIT) a plan under which amounts are
contributed by an individual’s employer
for an annuity contract described in sec-
tion 403(b).

(ii) Special rule

The term ‘‘qualified employer plan”
shall include any plan which was (or was

“‘qualified employer plan”’
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determined to be) a qualified employer
plan or a government plan.

(B) Government plan

The term ‘‘government plan’ means any
plan, whether or not qualified, established
and maintained for its employees by the
United States, by a State or political sub-
division thereof, or by an agency or instru-
mentality of any of the foregoing.

(5) Special rules for loans, etc., from certain
contracts

For purposes of this subsection, any amount
received as a loan under a contract purchased
under a qualified employer plan (and any as-
signment or pledge with respect to such a con-
tract) shall be treated as a loan under such
employer plan.

(q) 10-percent penalty for premature distribu-

tions from annuity contracts
(1) Imposition of penalty

If any taxpayer receives any amount under
an annuity contract, the taxpayer’s tax under
this chapter for the taxable year in which such
amount is received shall be increased by an
amount equal to 10 percent of the portion of
such amount which is includible in gross in-
come.

(2) Subsection not to apply to certain distribu-
tions

Paragraph 1 shall not apply to any distribu-
tion—

(A) made on or after the date on which the
taxpayer attains age 5972,

(B) made on or after the death of the hold-
er (or, where the holder is not an individual,
the death of the primary annuitant (as de-
fined in subsection (s)(6)(B))),

(C) attributable to the taxpayer’s becom-
ing disabled within the meaning of sub-
section (m)(7),

(D) which is a part of a series of substan-
tially equal periodic payments (not less fre-
quently than annually) made for the life (or
life expectancy) of the taxpayer or the joint
lives (or joint life expectancies) of such tax-
payer and his designated beneficiary,

(E) from a plan, contract, account, trust,
or annuity described in subsection (e)(5)(D),

(F) allocable to investment in the contract
before August 14, 1982, or?2

(G) under a qualified funding asset (within
the meaning of section 130(d), but without
regard to whether there is a qualified assign-
ment),

(H) to which subsection (t) applies (with-
out regard to paragraph (2) thereof),

(ID under an immediate annuity contract
(within the meaning of section 72(u)(4)), or

(J) which is purchased by an employer
upon the termination of a plan described in
section 401(a) or 403(a) and which is held by
the employer until such time as the em-
ployee separates from service.

(3) Change in substantially equal payments
If—

280 in original. The word ‘‘or’’ probably should not appear.
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(A) paragraph (1) does not apply to a dis-
tribution by reason of paragraph (2)(D), and

(B) the series of payments under such
paragraph are subsequently modified (other
than by reason of death or disability)—

(i) before the close of the 5-year period
beginning on the date of the first payment
and after the taxpayer attains age 59%, or

(ii) before the taxpayer attains age 59%,

the taxpayer’s tax for the 1lst taxable year in
which such modification occurs shall be in-
creased by an amount, determined under regu-
lations, equal to the tax which (but for para-
graph (2)(D)) would have been imposed, plus
interest for the deferral period (within the
meaning of subsection (t)(4)(B)).

(r) Certain railroad retirement benefits treated

as received under employer plans
(1) In general

Notwithstanding any other provision of law,
any benefit provided under the Railroad Re-
tirement Act of 1974 (other than a tier 1 rail-
road retirement benefit) shall be treated for
purposes of this title as a benefit provided
under an employer plan which meets the re-
quirements of section 401(a).

(2) Tier 2 taxes treated as contributions

(A) In general

For purposes of paragraph (1)—

(i) the tier 2 portion of the tax imposed
by section 3201 (relating to tax on employ-
ees) shall be treated as an employee con-
tribution,

(ii) the tier 2 portion of the tax imposed
by section 3211 (relating to tax on em-
ployee representatives) shall be treated as
an employee contribution, and

(iii) the tier 2 portion of the tax imposed
by section 3221 (relating to tax on employ-
ers) shall be treated as an employer con-
tribution.

(B) Tier 2 portion
For purposes of subparagraph (A)—
(i) After 1984

With respect to compensation paid after
1984, the tier 2 portion shall be the taxes
imposed by sections 3201(b), 3211(b), and
3221(b).

(ii) After September 30, 1981, and before
1985

With respect to compensation paid be-
fore 1985 for services rendered after Sep-
tember 30, 1981, the tier 2 portion shall
be—

(I) so much of the tax imposed by sec-
tion 3201 as is determined at the 2 per-
cent rate, and

(IT) so much of the taxes imposed by
sections 3211 and 3221 as is determined at
the 11.75 percent rate.

With respect to compensation paid for
services rendered after December 31, 1983,
and before 1985, subclause (I) shall be ap-
plied by substituting ‘2.75 percent’’ for ‘2
percent’”, and subclause (II) shall be ap-
plied by substituting ¢12.75 percent’ for
““11.75 percent’’.
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(iii) Before October 1, 1981

With respect to compensation paid for
services rendered during any period before
October 1, 1981, the tier 2 portion shall be
the excess (if any) of—

(I) the tax imposed for such period by
section 3201, 3211, or 3221, as the case
may be (other than any tax imposed with
respect to man-hours), over

(IT) the tax which would have been im-
posed by such section for such period had
the rates of the comparable taxes im-
posed by chapter 21 for such period ap-
plied under such section.

(C) Contributions not allocable to supple-
mental annuity or windfall benefits

For purposes of paragraph (1), no amount
treated as an employee contribution under
this paragraph shall be allocated to—

(i) any supplemental annuity paid under
section 2(b) of the Railroad Retirement
Act of 1974, or

(ii) any benefit paid under section 3(h),
4(e), or 4(h) of such Act.

(3) Tier 1 railroad retirement benefit

For purposes of paragraph (1), the term ‘‘tier
1 railroad retirement benefit’’ has the mean-
ing given such term by section 86(d)(4).

(s) Required distributions where holder dies be-

fore entire interest is distributed
(1) In general

A contract shall not be treated as an annu-
ity contract for purposes of this title unless it
provides that—

(A) if any holder of such contract dies on
or after the annuity starting date and before
the entire interest in such contract has been
distributed, the remaining portion of such
interest will be distributed at least as rap-
idly as under the method of distributions
being used as of the date of his death, and

(B) if any holder of such contract dies be-
fore the annuity starting date, the entire in-
terest in such contract will be distributed
within 5 years after the death of such holder.

(2) Exception for certain amounts payable over
life of beneficiary

If—

(A) any portion of the holder’s interest is
payable to (or for the benefit of) a des-
ignated beneficiary,

(B) such portion will be distributed (in ac-
cordance with regulations) over the life of
such designated beneficiary (or over a period
not extending beyond the life expectancy of
such beneficiary), and

(C) such distributions begin not later than
1 year after the date of the holder’s death or
such later date as the Secretary may by reg-
ulations prescribe,

then for purposes of paragraph (1), the portion
referred to in subparagraph (A) shall be treat-
ed as distributed on the day on which such dis-
tributions begin.
(3) Special rule where surviving spouse bene-
ficiary

If the designated beneficiary referred to in

paragraph (2)(A) is the surviving spouse of the
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holder of the contract, paragraphs (1) and (2)
shall be applied by treating such spouse as the
holder of such contract.

(4) Designated beneficiary

For purposes of this subsection, the term
““‘designated beneficiary” means any individ-
ual designated a beneficiary by the holder of
the contract.

(5) Exception for certain annuity contracts

This subsection shall not apply to any annu-
ity contract—
(A) which is provided—

(i) under a plan described in section
401(a) which includes a trust exempt from
tax under section 501, or

(ii) under a plan described in section
403(a),

(B) which is described in section 403(b),

(C) which is an individual retirement an-
nuity or provided under an individual retire-
ment account or annuity, or

(D) which is a qualified funding asset (as
defined in section 130(d), but without regard
to whether there is a qualified assignment).

(6) Special rule where holder is corporation or
other non-individual
(A) In general

For purposes of this subsection, if the
holder of the contract is not an individual,
the primary annuitant shall be treated as
the holder of the contract.

(B) Primary annuitant

For purposes of subparagraph (A), the term
“primary annuitant’” means the individual,
the events in the life of whom are of primary
importance in affecting the timing or
amount of the payout under the contract.

(7) Treatment of changes in primary annuitant
where holder of contract is not an individ-
ual

For purposes of this subsection, in the case
of a holder of an annuity contract which is not
an individual, if there is a change in a primary
annuitant (as defined in paragraph (6)(B)),
such change shall be treated as the death of
the holder.

(t) 10-percent additional tax on early distribu-
tions from qualified retirement plans
(1) Imposition of additional tax

If any taxpayer receives any amount from a
qualified retirement plan (as defined in sec-
tion 4974(c)), the taxpayer’s tax under this
chapter for the taxable year in which such
amount is received shall be increased by an
amount equal to 10 percent of the portion of
such amount which is includible in gross in-
come.

(2) Subsection not to apply to certain distribu-
tions

Except as provided in paragraphs (3) and (4),
paragraph (1) shall not apply to any of the fol-
lowing distributions:

(A) In general

Distributions which are—
(i) made on or after the date on which
the employee attains age 59v2,
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(ii) made to a beneficiary (or to the es-
tate of the employee) on or after the death
of the employee,

(iii) attributable to the employee’s being
disabled within the meaning of subsection
(m)(7),

(iv) part of a series of substantially
equal periodic payments (not less fre-
quently than annually) made for the life
(or life expectancy) of the employee or the
joint lives (or joint life expectancies) of
such employee and his designated bene-
ficiary,

(v) made to an employee after separation
from service after attainment of age 55,

(vi) dividends paid with respect to stock
of a corporation which are described in
section 404(k), or

(vii) made on account of a levy under
section 6331 on the qualified retirement
plan.

(B) Medical expenses

Distributions made to the employee (other
than distributions described in subparagraph
(A), (C), or (D)) to the extent such distribu-
tions do not exceed the amount allowable as
a deduction under section 213 to the em-
ployee for amounts paid during the taxable
year for medical care (determined without
regard to whether the employee itemizes de-
ductions for such taxable year).

(C) Payments to alternate payees pursuant to
qualified domestic relations orders

Any distribution to an alternate payee
pursuant to a qualified domestic relations
order (within the meaning of section
414(p)(1)).

(D) Distributions to unemployed individuals
for health insurance premiums

(i) In general

Distributions from an individual retire-
ment plan to an individual after separa-
tion from employment—

(I) if such individual has received un-
employment compensation for 12 con-
secutive weeks under any Federal or
State unemployment compensation law
by reason of such separation,

(IT) if such distributions are made dur-
ing any taxable year during which such
unemployment compensation is paid or
the succeeding taxable year, and

(ITI) to the extent such distributions do
not exceed the amount paid during the
taxable year for insurance described in
section 213(d)(1)(D) with respect to the
individual and the individual’s spouse
and dependents (as defined in section 152,
determined without regard to sub-
sections (b)(1), (b)(2), and (d)(1)(B) there-
of).

(ii) Distributions after reemployment

Clause (i) shall not apply to any distribu-
tion made after the individual has been
employed for at least 60 days after the sep-
aration from employment to which clause
(i) applies.

(iii) Self-employed individuals

To the extent provided in regulations, a

self-employed individual shall be treated
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as meeting the requirements of clause
(1)(I) if, under Federal or State law, the in-
dividual would have received unemploy-
ment compensation but for the fact the in-
dividual was self-employed.
(E) Distributions from individual retirement
plans for higher education expenses

Distributions to an individual from an in-
dividual retirement plan to the extent such
distributions do not exceed the qualified
higher education expenses (as defined in
paragraph (7)) of the taxpayer for the tax-
able year. Distributions shall not be taken
into account under the preceding sentence if
such distributions are described in subpara-
graph (A), (C), or (D) or to the extent para-
graph (1) does not apply to such distribu-
tions by reason of subparagraph (B).

(F) Distributions from certain plans for first
home purchases

Distributions to an individual from an in-
dividual retirement plan which are qualified
first-time homebuyer distributions (as de-
fined in paragraph (8)). Distributions shall
not be taken into account under the preced-
ing sentence if such distributions are de-
scribed in subparagraph (A), (C), (D), or (E)
or to the extent paragraph (1) does not apply
to such distributions by reason of subpara-
graph (B).

(G) Distributions from retirement plans to
individuals called to active duty

(1) In general

Any qualified reservist distribution.

(ii) Amount distributed may be repaid

Any individual who receives a qualified
reservist distribution may, at any time
during the 2-year period beginning on the
day after the end of the active duty period,
make one or more contributions to an in-
dividual retirement plan of such individual
in an aggregate amount not to exceed the
amount of such distribution. The dollar
limitations otherwise applicable to con-
tributions to individual retirement plans
shall not apply to any contribution made
pursuant to the preceding sentence. No de-
duction shall be allowed for any contribu-
tion pursuant to this clause.

(iii) Qualified reservist distribution

For purposes of this subparagraph, the
term ‘‘qualified reservist distribution”
means any distribution to an individual
if—

(I) such distribution is from an individ-
ual retirement plan, or from amounts at-
tributable to employer contributions
made pursuant to elective deferrals de-
scribed in subparagraph (A) or (C) of sec-
tion 402(g)(3) or section 501(c)(18)(D)(iii),

(IT) such individual was (by reason of
being a member of a reserve component
(as defined in section 101 of title 37,
United States Code)) ordered or called to
active duty for a period in excess of 179
days or for an indefinite period, and

(IIT) such distribution is made during
the period beginning on the date of such
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order or call and ending at the close of
the active duty period.

(iv) Application of subparagraph

This subparagraph applies to individuals
ordered or called to active duty after Sep-
tember 11, 2001. In no event shall the 2-
year period referred to in clause (ii) end
before the date which is 2 years after the
date of the enactment of this subpara-
graph.

(3) Limitations
(A) Certain exceptions not to apply to indi-
vidual retirement plans

Subparagraphs (A)(v) and (C) of paragraph
(2) shall not apply to distributions from an
individual retirement plan.

(B) Periodic payments under qualified plans
must begin after separation

Paragraph (2)(A)(iv) shall not apply to any
amount paid from a trust described in sec-
tion 401(a) which is exempt from tax under
section 501(a) or from a contract described in
section 72(e)(5)(D)(ii) unless the series of
payments begins after the employee sepa-
rates from service.

(4) Change in substantially equal payments
(A) In general

If—

(i) paragraph (1) does not apply to a dis-
tribution by reason of paragraph (2)(A)@iv),
and

(ii) the series of payments under such
paragraph are subsequently modified
(other than by reason of death or disabil-
ity)—

(I) before the close of the 5-year period
beginning with the date of the first pay-
ment and after the employee attains age

59V4, or
(IT) before the employee attains age
5914,

the taxpayer’s tax for the 1st taxable year in
which such modification occurs shall be in-
creased by an amount, determined under
regulations, equal to the tax which (but for
paragraph (2)(A)(iv)) would have been im-
posed, plus interest for the deferral period.

(B) Deferral period

For purposes of this paragraph, the term
‘““‘deferral period’” means the period begin-
ning with the taxable year in which (without
regard to paragraph (2)(A)@iv)) the distribu-
tion would have been includible in gross in-
come and ending with the taxable year in
which the modification described in subpara-
graph (A) occurs.

(5) Employee

For purposes of this subsection, the term
““‘employee’ includes any participant, and in
the case of an individual retirement plan, the
individual for whose benefit such plan was es-
tablished.

(6) Special rules for simple retirement ac-
counts

In the case of any amount received from a
simple retirement account (within the mean-
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ing of section 408(p)) during the 2-year period
beginning on the date such individual first
participated in any qualified salary reduction
arrangement maintained by the individual’s
employer under section 408(p)(2), paragraph (1)
shall be applied by substituting ‘25 percent”’
for ‘10 percent’’.

(7) Qualified higher education expenses
For purposes of paragraph (2)(E)—
(A) In general

The term ‘‘qualified higher education ex-
penses’” means qualified higher education
expenses (as defined in section 529(e)(3)) for
education furnished to—

(i) the taxpayer,
(ii) the taxpayer’s spouse, or
(iii) any child (as defined in section

1562(f)(1)) or grandchild of the taxpayer or

the taxpayer’s spouse,

at an eligible educational institution (as de-
fined in section 529(e)(5)).

(B) Coordination with other benefits

The amount of qualified higher education
expenses for any taxable year shall be re-
duced as provided in section 25A(g)(2).

(8) Qualified first-time homebuyer distribu-
tions

For purposes of paragraph (2)(F)—
(A) In general

The term ‘‘qualified first-time homebuyer
distribution’” means any payment or dis-
tribution received by an individual to the
extent such payment or distribution is used
by the individual before the close of the
120th day after the day on which such pay-
ment or distribution is received to pay
qualified acquisition costs with respect to a
principal residence of a first-time home-
buyer who is such individual, the spouse of
such individual, or any child, grandchild, or
ancestor of such individual or the individ-
ual’s spouse.

(B) Lifetime dollar limitation

The aggregate amount of payments or dis-
tributions received by an individual which
may be treated as qualified first-time home-
buyer distributions for any taxable year
shall not exceed the excess (if any) of—

(i) $10,000, over
(ii) the aggregate amounts treated as
qualified first-time homebuyer distribu-
tions with respect to such individual for
all prior taxable years.
(C) Qualified acquisition costs

For purposes of this paragraph, the term
“‘qualified acquisition costs’” means the
costs of acquiring, constructing, or recon-
structing a residence. Such term includes
any usual or reasonable settlement, financ-
ing, or other closing costs.

(D) First-time homebuyer; other definitions

For purposes of this paragraph—

(i) First-time homebuyer

The term ‘‘first-time homebuyer’” means
any individual if—
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(I) such individual (and if married,
such individual’s spouse) had no present
ownership interest in a principal resi-
dence during the 2-year period ending on
the date of acquisition of the principal
residence to which this paragraph ap-
plies, and

(IT) subsection (h) or (k) of section
10343 (as in effect on the day before the
date of the enactment of this paragraph)
did not suspend the running of any pe-
riod of time specified in section 10343 (as
so in effect) with respect to such individ-
ual on the day before the date the dis-
tribution is applied pursuant to subpara-
graph (A).

(ii) Principal residence

The term ‘‘principal residence’ has the
same meaning as when used in section 121.

(iii) Date of acquisition

The term ‘‘date of acquisition’” means
the date—

(I) on which a binding contract to ac-
quire the principal residence to which
subparagraph (A) applies is entered into,
or

(IT) on which construction or recon-
struction of such a principal residence is
commenced.

(E) Special rule where delay in acquisition

If any distribution from any individual re-
tirement plan fails to meet the requirements
of subparagraph (A) solely by reason of a
delay or cancellation of the purchase or con-
struction of the residence, the amount of the
distribution may be contributed to an indi-
vidual retirement plan as provided in section
408(d)(3)(A)(1) (determined by substituting
¢120th day”’ for ‘‘60th day’’ in such section),
except that—

(i) section 408(d)(3)(B) shall not be ap-
plied to such contribution, and
(ii) such amount shall not be taken into
account in determining whether section
408(d)(3)(B) applies to any other amount.
(9) Special rule for rollovers to section 457
plans

For purposes of this subsection, a distribu-
tion from an eligible deferred compensation
plan (as defined in section 457(b)) of an eligible
employer described in section 457(e)(1)(A) shall
be treated as a distribution from a qualified
retirement plan described in 4974(c)(1) to the
extent that such distribution is attributable
to an amount transferred to an eligible de-
ferred compensation plan from a qualified re-
tirement plan (as defined in section 4974(c)).
(10) Distributions to qualified public safety em-

ployees in governmental plans

(A) In general

In the case of a distribution to a qualified
public safety employee from a governmental
plan (within the meaning of section 414(d))
which is a defined benefit plan, paragraph
(2)(A)(v) shall be applied by substituting
‘‘age b0’ for ‘‘age b5”’.

3See References in Text note below.
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(B) Qualified public safety employee

For purposes of this paragraph, the term
“qualified public safety employee’” means
any employee of a State or political subdivi-
sion of a State who provides police protec-
tion, firefighting services, or emergency
medical services for any area within the ju-
risdiction of such State or political subdivi-
sion.

(u) Treatment of annuity contracts not held by
natural persons

(1) In general

If any annuity contract is held by a person
who is not a natural person—

(A) such contract shall not be treated as
an annuity contract for purposes of this sub-
title (other than subchapter L), and

(B) the income on the contract for any tax-
able year of the policyholder shall be treated
as ordinary income received or accrued by
the owner during such taxable year.

For purposes of this paragraph, holding by a
trust or other entity as an agent for a natural
person shall not be taken into account.

(2) Income on the contract
(A) In general

For purposes of paragraph (1), the term
“income on the contract’” means, with re-
spect to any taxable year of the policy-
holder, the excess of—

(i) the sum of the net surrender value of
the contract as of the close of the taxable
year plus all distributions under the con-
tract received during the taxable year or
any prior taxable year, reduced by

(ii) the sum of the amount of net pre-
miums under the contract for the taxable
year and prior taxable years and amounts
includible in gross income for prior tax-
able years with respect to such contract
under this subsection.

Where necessary to prevent the avoidance of
this subsection, the Secretary may sub-
stitute ‘‘fair market value of the contract”
for ‘“‘net surrender value of the contract”
each place it appears in the preceding sen-
tence.

(B) Net premiums

For purposes of this paragraph, the term
“‘net premiums” means the amount of pre-
miums paid under the contract reduced by
any policyholder dividends.

(3) Exceptions

This subsection shall not apply to any annu-
ity contract which—

(A) is acquired by the estate of a decedent
by reason of the death of the decedent,

(B) is held under a plan described in sec-
tion 401(a) or 403(a), under a program de-
scribed in section 403(b), or under an individ-
ual retirement plan,

(C) is a qualified funding asset (as defined
in section 130(d), but without regard to
whether there is a qualified assignment),

(D) is purchased by an employer upon the
termination of a plan described in section
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401(a) or 403(a) and is held by the employer
until all amounts under such contract are
distributed to the employee for whom such
contract was purchased or the employee’s
beneficiary, or
(E) is an immediate annuity.
(4) Immediate annuity

For purposes of this subsection, the term
“immediate annuity’ means an annuity—

(A) which is purchased with a single pre-
mium or annuity consideration,

(B) the annuity starting date (as defined in
subsection (c)(4)) of which commences no
later than 1 year from the date of the pur-
chase of the annuity, and

(C) which provides for a series of substan-
tially equal periodic payments (to be made
not less frequently than annually) during
the annuity period.

(v) 10-percent additional tax for taxable distribu-

tions from modified endowment contracts
(1) Imposition of additional tax

If any taxpayer receives any amount under a
modified endowment contract (as defined in
section 7702A), the taxpayer’s tax under this
chapter for the taxable year in which such
amount is received shall be increased by an
amount equal to 10 percent of the portion of
such amount which is includible in gross in-
come.

(2) Subsection not to apply to certain distribu-
tions

Paragraph (1) shall not apply to any dis-
tribution—

(A) made on or after the date on which the
taxpayer attains age 592,

(B) which is attributable to the taxpayer’s
becoming disabled (within the meaning of
subsection (m)(7)), or

(C) which is part of a series of substan-
tially equal periodic payments (not less fre-
quently than annually) made for the life (or
life expectancy) of the taxpayer or the joint
lives (or joint life expectancies) of such tax-
payer and his beneficiary.

(w) Application of basis rules to nonresident

aliens
(1) In general

Notwithstanding any other provision of this
section, for purposes of determining the por-
tion of any distribution which is includible in
gross income of a distributee who is a citizen
or resident of the United States, the invest-
ment in the contract shall not include any ap-
plicable nontaxable contributions or applica-
ble nontaxable earnings.

(2) Applicable nontaxable contribution

For purposes of this subsection, the term
‘“‘applicable nontaxable contribution’ means
any employer or employee contribution—

(A) which was made with respect to com-
pensation—

(i) for labor or personal services per-
formed by an employee who, at the time
the labor or services were performed, was a
nonresident alien for purposes of the laws
of the United States in effect at such time,
and
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(ii) which is treated as from sources
without the United States, and

(B) which was not subject to income tax
(and would have been subject to income tax
if paid as cash compensation when the serv-
ices were rendered) under the laws of the
United States or any foreign country.

(3) Applicable nontaxable earnings

For purposes of this subsection, the term
‘“‘applicable nontaxable earnings’ means earn-
ings—

(A) which are paid or accrued with respect
to any employer or employee contribution
which was made with respect to compensa-
tion for labor or personal services performed
by an employee,

(B) with respect to which the employee
was at the time the earnings were paid or ac-
crued a nonresident alien for purposes of the
laws of the United States, and

(C) which were not subject to income tax
under the laws of the United States or any
foreign country.

(4) Regulations

The Secretary shall prescribe such regula-
tions as may be necessary to carry out the
provisions of this subsection, including regula-
tions treating contributions and earnings as
not subject to tax under the laws of any for-
eign country where appropriate to carry out
the purposes of this subsection.

(x) Cross reference

For limitation on adjustments to basis of annuity
contracts sold, see section 1021.

(Aug. 16, 1954, ch. 736, 68A Stat. 20; Pub. L. 87-792,
§4(a), (b), Oct. 10, 1962, 76 Stat. 821; Pub. L.
87-834, §11(b), Oct. 16, 1962, 76 Stat. 1005; Pub. L.
88-272, title II, §232(b), Feb. 26, 1964, 78 Stat. 110;
Pub. L. 89-44, title VIII, §809(d)(2), June 21, 1965,
79 Stat. 167; Pub. L. 89-97, title I, §106(d)(2), July
30, 1965, 79 Stat. 337; Pub. L. 89-365, §1(b), Mar. 8,
1966, 80 Stat. 32; Pub. L. 91-172, title V, §515(Db),
Dec. 30, 1969, 83 Stat. 644; Pub. L. 93-406, title II,
§§2001(e)(5), (g)(1), (2)(A), (h)(2), (3), 2002(g)(10),
2005(c)(3), 2007(b)(2), Sept. 2, 1974, 88 Stat. 955,
957, 970, 991, 994; Pub. L. 94-455, title XIX,
§§1901(a)(12), (13), 1906(b)(13)(A), 1951(b)(1)(A),
Oct. 4, 1976, 90 Stat. 1765, 1834, 1836; Pub. L. 97-34,
title III, §§311(b)(1), 312(d), (e)(1), Aug. 13, 1981, 95
Stat. 278, 284; Pub. L. 97-248, title II, §§236(a), (b),
237(d), 265(a), (b)(1), Sept. 3, 1982, 96 Stat. 509-511,
544-546; Pub. L. 97-448, title I, §103(c)(3)(B)(i), (6),
Jan. 12, 1983, 96 Stat. 2376; Pub. L. 98-76, title II,
§224(a), Aug. 12, 1983, 97 Stat. 421; Pub. L. 98-369,
div. A, title II, §§211(b)(1), 222(a), (b), title IV,
§§421(b)(1), 491(A)(3), (4), title V, §§521(d), 523(a),
(b), title VII, §713(b)(1)-(c)(1H)(B), (d)(1), July 18,
1984, 98 Stat. 754, 774, 794, 849, 868, 871, 872, 956,
957; Pub. L. 98-397, title II, §204(c)(2), Aug. 23,
1984, 98 Stat. 1448; Pub. L. 99-514, title XI,
§§1101(b)(2)(B), (C), 1122(c), 1123(a), (b), (A)(D),
1134(a)-(d), 1135(a), title XVIII, §§1826(a),
(D)(D)=3), (©), (d), 1852(a)(2), (c)(1)-(4), 1854(b)(1),
1898(c)(1)(B), Oct. 22, 1986, 100 Stat. 2413, 2414,
2467, 2472, 2474, 2475, 2483, 2484, 2848-2850, 2864,
2867, 2878, 2951; Pub. L. 100-647, title I,
§§1011A(D)(A), (B), (2), 9, ©D)~8®), (), @),
1018(k), (H)()(A), (B), (w)(8), title V, §5012(a),
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(b)(1), (d), Nov. 10, 1988, 102 Stat. 3472, 3474-3476,
3482, 3583, 3587, 3590, 3661, 3662, 3664; Pub. L.
101-239, title VII, §§7811(m)(4), 7815(a)(3), (5), Dec.
19, 1989, 103 Stat. 2412, 2414; Pub. L. 101-508, title
XI, §11802(a), Nov. 5, 1990, 104 Stat. 1388-529; Pub.
L. 102-318, title V, §521(b)(3), July 3, 1992, 106
Stat. 310; Pub. L. 104-188, title I, §§1403(a),
1421(b)(4)(A), 1463(a), 1704(D(1), (t)(2), (77), Aug.
20, 1996, 110 Stat. 1790, 1796, 1824, 1882, 1887, 1891;
Pub. L. 104-191, title III, §361(a)-(c), Aug. 21, 1996,
110 Stat. 2071, 2072; Pub. L. 105-34, title II,
§203(a), (b), title III, §303(a), (b), title X, §1075(a),
(b), Aug. 5, 1997, 111 Stat. 809, 829, 949; Pub. L.
105-206, title III, §3436(a), title VI, §§6004(d)(3)(B),
6005(c)(1), 6023(3), (4), July 22, 1998, 112 Stat. 761,
794, 800, 824; Pub. L. 107-16, title IV, §402(a)(4)(A),
(B), title VI, §§632(a)(3)(A), 641(a)(2)(C), (e)1),
June 7, 2001, 115 Stat. 60, 61, 113, 120; Pub. L.
107-22, §1(b)(1)(A), (3)(A), July 26, 2001, 115 Stat.
196, 197; Pub. L. 107-90, title II, §204(e)(2), Dec. 21,
2001, 115 Stat. 893; Pub. L. 108-311, title II,
§207(6), (7), title IV, §408(a)(4), (b)(3), Oct. 4, 2004,
118 Stat. 1177, 1191, 1192; Pub. L. 108-357, title
VIII, §906(a), Oct. 22, 2004, 118 Stat. 1653; Pub. L.
109-280, title VIII, §§827(a), 828(a), 844(a), Aug. 17,
2006, 120 Stat. 999, 1001, 1010; Pub. L. 110-245, title
I, §107(a), June 17, 2008, 122 Stat. 1631; Pub. L.
110-458, title I, §108(e), Dec. 23, 2008, 122 Stat.
5109; Pub. L. 111-240, title II, §2113(a), Sept. 27,
2010, 124 Stat. 2566.)

REFERENCES IN TEXT

The enactment of the Economic Growth and Tax Re-
lief Reconciliation Act of 2001, referred to in subsec. (f),
means the enactment of Pub. L. 107-16, which was ap-
proved June 7, 2001.

The date of the enactment of the Small Business Job
Protection Act of 1996, referred to in subsec. (n), is the
date of enactment of Pub. L. 104-188, which was ap-
proved Aug. 20, 1996.

The Railroad Retirement Act of 1974, referred to in
subsec. (r)(1), (2)(C)({), (ii), is act Aug. 29, 1935, ch. 812,
as amended generally by Pub. L. 93-445, title I, §101,
Oct. 16, 1974, 88 Stat. 1305, which is classified generally
to subchapter IV (§231 et seq.) of chapter 9 of Title 45,
Railroads. Sections 2(b), 3(h), and 4(e) and (h) of the Act
are classified to sections 23la(b), 231b(h), and 23lc(e)
and (h), respectively, of Title 45. For further details and
complete classification of this Act to the Code, see
Codification note set out preceding section 231 of Title
45, section 231t of Title 45, and Tables.

The date of the enactment of this subparagraph, re-
ferred to in subsec. (t)(2)(G)(iv), is the date of enact-
ment of Pub. L. 109-280, which was approved Aug. 17,
2006.

Section 1034 (as in effect on the day before the date
of the enactment of this paragraph), referred to in sub-
sec. (£)(8)(D)(1)(II), means section 1034 of this title as in
effect on the day before Aug. 5, 1997. Section 1034 was
repealed by Pub. L. 105-34, title III, §312(b), Aug. 5, 1997,
111 Stat. 839.

AMENDMENTS

2010—Subsec. (a). Pub. L. 111-240 amended subsec. (a)
generally. Prior to amendment, text read as follows:
‘‘Except as otherwise provided in this chapter, gross in-
come includes any amount received as an annuity
(whether for a period certain or during one or more
lives) under an annuity, endowment, or life insurance
contract.”

2008—Subsec. (£)(2)(G)(iv). Pub. L. 110-245, which di-
rected amendment by striking out ‘‘, and before De-
cember 31, 2007 after ‘‘September 11, 2001’°, was exe-
cuted by striking out ‘‘, and on or before December 31,
2007 after ‘“‘September 11, 2001, to reflect the probable
intent of Congress and the intervening amendment by
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Pub. L. 110-458. See Amendment note and Effective
Date of 2008 Amendment note below.

Pub. L. 110458 inserted ‘‘on or’ before ‘‘before’ in
first sentence.

2006—Subsec. (e)(11), (12). Pub. L. 109-280, §844(a),
added par. (11) and redesignated former par. (11) as (12).

Subsec. (£)(2)(G). Pub. L. 109-280, §827(a), added sub-
par. (G).

Subsec. (t)(10). Pub. L. 109-280, §828(a), added par. (10).

2004—Subsec. (e)(9). Pub. L. 108-311, §408(b)(3), amend-
ed Pub. L. 107-22, §1(b)(3)(A). See 2001 Amendment note
below.

Subsec. (f). Pub. L. 108-311, §408(a)(4), substituted
“Economic Growth and Tax Relief Reconciliation Act
of 2001)” for ‘“‘Economic Growth and Tax Relief Rec-
onciliation Act of 2001”’ in concluding provisions.

Subsec. (£)(2)(D)(A)(IID). Pub. L. 108-311, §207(6), in-
serted ‘‘, determined without regard to subsections
(b)(1), (b)(2), and (d)(1)(B) thereof” after ‘‘section 152”°.

Subsec. (t)(T)(A)({ii). Pub. L. 108-311, §207(7), sub-
stituted “1562(f)(1)”’ for *‘1561(c)(3)".

Subsecs. (w), (x). Pub. L. 108-357 added subsec. (w) and
redesignated former subsec. (w) as (X).

2001—Subsec. (e)(9). Pub. L. 107-22, §1(b)(3)(A), as
amended by Pub. L. 108-311, §408(b)(3), substituted
““‘Coverdell education savings’ for ‘‘educational individ-
ual retirement’’ in heading.

Pub. L. 107-22, §1(b)(1)(A), substituted ‘‘a Coverdell
education savings” for ‘‘an education individual retire-
ment”’.

Pub. L. 107-16, §402(a)(4)(A), (B), substituted ‘‘quali-
fied tuition” for ‘‘qualified State tuition’ in heading
and text.

Subsec. (f). Pub. L. 107-16, §632(a)(3)(A), substituted
‘“‘section 403(b)(2)(D)(iii), as in effect before the enact-
ment of the Economic Growth and Tax Relief Rec-
onciliation Act of 2001 for ‘‘section 403(b)(2)(D)(iii))”’
in concluding provisions.

Subsec. (0)(4). Pub. L. 107-16, §641(e)(1), substituted
£403(b)(8), 408(d)(3), and 457(e)(16) for ‘‘and 408(d)(3)”’.

Subsec. (r)(2)(B)(i). Pub. L. 107-90 substituted
¢3211(b)” for ‘3211(a)(2)”.

Subsec. (£)(9). Pub. L. 107-16, §641(a)(2)(C), added par.

9.

1998—Subsec. (e)(9). Pub. L. 105-206, §6004(d)(3)(B),
added par. (9).

Subsec. (n). Pub. L. 105-206, §6023(3), inserted ‘‘(as in
effect on the day before the date of the enactment of
the Small Business Job Protection Act of 1996) after
“section 101(b)(2)(D)”’.

Subsec. (t)(2)(A)@iv). Pub. L. 105-206, §3436(a), which
directed amendment of cl. (iv) by striking out ‘“‘or” at
end, could not be executed because the word ‘‘or’ did
not appear at end.

Subsec. (t)(2)(A)(vii). Pub. L. 105-206, §3436(a), added
cl. (vii).

Subsec. (t)(3)(A). Pub. L. 105-206, §6023(4), substituted
“(A)(W)” for “(A)V),”.

Subsec. (£)(8)(E). Pub. L. 105-206, §6005(c)(1), in intro-
ductory provisions, substituted ‘120th day’ for ‘120
days’ and ‘‘60th day’’ for ‘60 days’’.

1997—Subsec. (d)(1)(B)(iii). Pub. L. 105-34, §1075(b), in-
serted “‘If the annuity is payable over the life of a sin-
gle individual, the number of anticipated payments
shall be determined as follows:”” before table and struck
out “primary’’ after ‘‘If the age of the’ in table.

Subsec. (A)(1)(B)(iv). Pub. L. 105-34, §1075(a), added cl.
(iv).

Subsec. (t)(2)(E). Pub. L. 105-34, §203(a), added subpar.
(B).

Subsec. (t)(2)(F). Pub. L. 105-34, §303(a), added subpar.
(F).

Subsec. (t)(7). Pub. L. 105-34, §203(b), added par. (7).

Subsec. (£)(8). Pub. L. 105-34, §303(b), added par. (8).

1996—Subsec. (b)(4)(A). Pub. L. 104-188, §1704(1)(1), in-
serted ‘‘(determined without regard to subsection
(c)(2))” after ‘‘contract’.

Subsec. (d). Pub. L. 104-188, §1403(a), amended subsec.
(d) generally. Prior to amendment, subsec. (d) read as
follows: ““TREATMENT OF EMPLOYEE CONTRIBUTIONS
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UNDER DEFINED CONTRIBUTION PLANS AS SEPARATE CON-
TRACTS.—For purposes of this section, employee con-
tributions (and any income allocable thereto) under a
defined contribution plan may be treated as a separate
contract.”

Subsec. (f). Pub. L. 104-188, §1463(a), in closing provi-
sions, inserted before period at end ‘‘, or to the extent
such credits are attributable to services performed as a
foreign missionary (within the meaning of section
403(b)(2)(D)(dii))”.

Subsec. (m)(2)(A) to (C). Pub. L. 104-188, §1704(t)(2),
inserted ‘‘and” at end of subpar. (A), redesignated sub-
par. (C) as (B), and struck out former subpar. (B) which
read as follows: ‘‘the consideration for the contract
contributed by the employee for purposes of subsection
(d)(1) (relating to employee’s contributions recoverable
in 3 years) and subsection (e)(7) (relating to plans where
substantially all contributions are employee contribu-
tions), and”’.

Subsec. (P)(D(A)@Ei). Pub. L. 104-188, §1704(t)(77),
amended cl. (ii) generally. Prior to amendment, cl. (ii)
read as follows: ‘‘SPECIAL RULES.—The term ‘qualified
employer plan’—

“(I) shall include any plan which was (or was deter-
mined to be) a qualified employer plan or a govern-
ment plan, but

‘“(II) shall not include a plan described in sub-
section (e)(7).”

Subsec. (£)(2)(B). Pub. L. 104-191, §361(c), substituted
¢, (C), or (D)” for “‘or (C)”.

Subsec. (t)(2)(D). Pub. L. 104-191, §361(b), added sub-
par. (D).

Subsec. (t)(3)(A). Pub. L. 104-191, §361(a), struck out
‘4(B),” after ‘“‘Subparagraphs (A)(v),”.

Subsec. (t)(6). Pub. L. 104-188, §1421(b)(4)(A), added
par. (6).

1992—Subsec. (0)(4). Pub. L. 102-318 substituted
€402(c)”’ for “402(a)(5), 402(a)(7)”’.
1990—Subsec.  (t)(2)(C), (D). Pub. L. 101-508,

§11802(a)(1), (2), redesignated subpar. (D) as (C) and
struck out former subpar. (C) ‘‘Exceptions for distribu-
tions from employee stock ownership plans’” which
read as follows: ‘“‘Any distribution made before January
1, 1990, to an employee from an employee stock owner-
ship plan (as defined in section 4975(e)(7)) or a tax cred-
it employee stock ownership plan (as defined in section
409) if—

‘“(i) such distribution is attributable to assets
which have been invested in employer securities
(within the meaning of section 409(1)) at all times dur-
ing the 5-plan-year period preceding the plan year in
which the distribution is made, and

‘“(ii) at all times during such period the require-
ments of sections 401(a)(28) and 409 (as in effect at
such times) are met with respect to such employer se-
curities.”

Subsec. (£)(3)(A). Pub. L. 101-508, §11802(a)(3), sub-
stituted ‘‘and (C)” for ‘‘(C), and (D)”".

1989—Subsec. (e)(11)(A). Pub. L. 101-239, §7815(a)(3),
(5), substituted ‘‘calendar year’ for ‘‘12-month period”’
in cls. (i) and (ii), and inserted at end ‘‘The preceding
sentence shall not apply to any contract described in
paragraph (5)(D).”

Subsec. (q)(2)(B). Pub. L. 101-239, §7811(m)(4), inserted
an additional closing parenthesis after ‘‘subsection
(8)(6)(B))”".

1988—Subsec. (d).
added subsec. (d).

Subsec. (e)(4)(A). Pub. L. 100-647, §5012(d)(1), inserted
at end ‘‘“The preceding sentence shall not apply for pur-
poses of determining investment in the contract, ex-
cept that the investment in the contract shall be in-
creased by any amount included in gross income by
reason of the amount treated as received under the pre-
ceding sentence.”’

Subsec. (e)(5)(C). Pub. L. 100-647, §5012(a)(2), sub-
stituted ‘‘Except as provided in paragraph (10) and ex-
cept to the extent” for ‘“Except to the extent’.

Subsec. (e)(5)(D). Pub. L. 100-647, §1011A(b)(9)(B), sub-
stituted ‘‘paragraph (8) for ‘‘paragraphs (7) and (8)".

Pub. L. 100-647, §1011A(b)(2)(A),
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Subsec. (e)(7). Pub. L. 100-647, §1011A(b)(9)(A), struck
out par. (7) which related to special rules for plans
where substantially all contributions are employee
contributions.

Subsec. (e)(8)(A). Pub. L. 100-647, §1011A(b)(9)(C),
struck out ‘‘(other than paragraph (7)) after ‘‘this sub-
section’.

Subsec. (e)(9). Pub. L. 100-647, §1011A(b)(2)(B), struck
out par. (9) which related to treatment of employee
contributions as separate contract.

Subsec. (e)(10). Pub. L. 100-647, §5012(a)(1), added par.
(10).

Subsec. (e)(11). Pub. L. 100-647, §5012(d)(2), added par.
1D).

Subsec. (f). Pub. L. 100-647, §1011A(b)(1)(A), struck out
“for purposes of subsections (d)(1) and (e)(7), the consid-
eration for the contract contributed by the employee,”
after ‘‘contract,” in introductory provisions.

Subsec. (n). Pub. L. 100-647, §1011A(b)(1)(B), sub-
stituted ‘“‘Subsection (b)”’ for ‘‘Subsections (b) and (d)”’.

Subsec. (0)(2). Pub. L. 100-647, §1011A(c)(8), struck out
par. (2) which related to additional tax if amount re-
ceived before age 59%5.

Subsec. (P)(3)(A). Pub. L. 100-647, §1011A(h)(1), in-
serted ‘‘to which paragraph (1) does not apply by reason
of paragraph (2) during the period” after ‘‘loan’.

Subsec. (P)(3)(B). Pub. L. 100-647, §1011A(h)(2), sub-
stituted ‘‘Period” for ‘‘Lioans’ in heading and amended
text generally. Prior to amendment, text read as fol-
lows: ““For purposes of subparagraph (A), a loan is de-
scribed in this subparagraph—

‘(i) if paragraph (1) does not apply to such loan by
reason of paragraph (2), and
“(ii) if—
‘“(I) such loan is made to a key employee (as de-
fined in section 416(i)), or
‘“(IT) such loan is secured by amounts attributable
to elective 401(k) or 403(b) deferrals (as defined in
section 402(g)(3)).”
Subsec. (q)(2)(B). Pub. L. 100-647, §1018(t)(1)(B), sub-

stituted ‘‘subsection (s)(6)(B))”’ for ‘‘subsection
()(6)(B)))”.
Subsec. (q)(2)(D). Pub. L. 100-647, §1011A(c)(7), in-

serted ‘‘designated’ before ‘‘beneficiary’’.

Pub. L. 100-647, §§1011A(c)(4), 1018(un)(8), amended sub-
par. (D) identically, substituting a comma for period at
end.

Subsec. (Q)(2)(E). Pub. L. 100-647, §1011A(b)(9)(D),
struck out ‘‘(determined without regard to subsection
(e)(7))’ after ‘‘subsection (e)(5)(D)”.

Subsec. (q)(2)(G). Pub. L. 100-647, §1011A(c)(4), sub-
stituted a comma for period at end.

Subsec. (q)(2)(H). Pub. L. 100-647, §1011A(c)(6), added
subpar. (H).

Subsec. (q)(3)(B). Pub. L. 100-647, §1011A(c)(5), sub-
stituted ‘‘taxpayer’ for ‘‘employee’ in cls. (i) and (ii).

Subsec. (s)(5). Pub. L. 100-647, §1018(k)(2), substituted
‘“‘certain annuity contracts’” for ‘‘annuity contracts
which are part of qualified plans’ in heading.

Subsec. (s)(5)(D). Pub. L. 100-647, §1018(k)(1), added
subpar. (D).

Subsec. (s)(7). Pub. L. 100-647, §1018(t)(1)(A), sub-
stituted ‘“‘primary annuitant’ for ‘“‘primary annuity’’.

Subsec. (£)(2)(A)(iv). Pub. L. 100-647, §1011A(c)(7), in-
serted ‘‘designated’ before ‘‘beneficiary’’.

Subsec. (£)(2)(A)(v). Pub. L. 100-647, §1011A(c)(1),
struck out ‘‘on account of early retirement under the
plan’ after ‘‘separation from service’’.

Subsec. (£)(2)(C). Pub. L. 100-647, §1011A(c)(2), sub-
stituted ‘‘Exceptions for distributions from employee
stock ownership plans’ for ‘‘Certain plans’ in heading
and amended text generally. Prior to amendment, text
read as follows:

‘(i) IN GENERAL.—Except as provided in clause (ii),
any distribution made before January 1, 1990, to an em-
ployee from an employee stock ownership plan defined
in section 4975(e)(7) to the extent that, on average, a
majority of assets in the plan have been invested in em-
ployer securities (as defined in section 409(1)) for the 5-
plan-year period preceding the plan year in which the
distribution is made.
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¢‘(i1) BENEFITS DISTRIBUTED MUST BE INVESTED IN EM-
PLOYER SECURITIES FOR 5 YEARS.—Clause (i) shall not
apply to any distribution which is attributable to as-
sets which have not been invested in employer securi-
ties at all times during the period referred to in clause
@.”

Subsec. (£)(3)(A). Pub. L. 100-647, §1011A(c)(3), sub-
stituted */(C), and (D)” for ‘“‘and (C)”".

Subsec. (W)(1)(A). Pub. L. 100-647, §1011A(i)(1), inserted
‘‘(other than subchapter L)’ after ‘‘subtitle’.

Subsec. (wW)(3)(D). Pub. L. 100-647, §1011A(i)(3), sub-
stituted ‘‘is purchased” for ‘‘which is purchased’” and
““is held” for ‘‘which is held”.

Pub. L. 100-647, §1011A({)(2), substituted ‘‘until all
amounts under such contract are distributed to the em-
ployee for whom such contract was purchased or the
employee’s beneficiary’ for ‘‘until such time as the em-
ployee separates from service”’.

Subsec. (W(B)(E). Pub. L. 100-647, §1011A()(3), sub-
stituted ‘‘is” for ““which is”’.

Subsec. (0)(4)(C). Pub. L. 100-647, §1011A(i)(4), added
subpar. (C).

Subsecs. (v), (w). Pub. L. 100-647, §5012(b)(1), added
subsec. (v) and redesignated former subsec. (v) as (w).

1986—Subsec. (b). Pub. L. 99-514, §1122(c)(2), amended
subsec. (b) generally. Prior to amendment, subsec. (b)
read as follows: ‘‘Gross income does not include that
part of any amount received as an annuity under an an-
nuity, endowment, or life insurance contract which
bears the same ratio to such amount as the investment
in the contract (as of the annuity starting date) bears
to the expected return under the contract (as of such
date). This subsection shall not apply to any amount to
which subsection (d)(1) (relating to certain employee
annuities) applies.”

Subsec. (d). Pub. L. 99-514, §1122(c)(1), struck out sub-
sec. (d) which related to employee’s annuities where
the employee’s contributions were recoverable in 3
years.

Subsec. (e)(4)(C). Pub. L. 99-514, §1826(b)(3), added sub-
par. (C).

Subsec. (e)(5)(D). Pub. L. 99-514, §1122(c)(3)(B), sub-
stituted ‘‘paragraphs (7) and (8)” for ‘‘paragraph (7)” in
introductory provisions.

Pub. L. 99-514, §1854(b)(1), inserted closing provisions
which read as follows: ‘““‘Any dividend described in sec-
tion 404(k) which is received by a participant or bene-
ficiary shall, for purposes of this subparagraph, be
treated as paid under a separate contract to which
clause (ii)(I) applies.”

Subsec. (e)(7)(B). Pub. L. 99-514, §1852(c)(1), in intro-
ductory provisions substituted ‘‘any plan or contract’
for ‘“‘any trust or contract’, in cl. (ii) substituted ‘85
percent or more of”’ for ‘85 percent of’’, and inserted
closing provision: ‘“For purposes of clause (ii), deduct-
ible employee contributions (as defined in subsection
(0)(5)(A)) shall not be taken into account.”

Subsec. (e)(8), (9). Pub. L. 99-514, §1122(c)(3)(A), added
pars. (8) and (9).

Subsec. (f). Pub. L. 99-514, §1852(c)(3), in introductory
provisions, substituted ‘‘subsections (d)(1) and (e)(7)”’
for “‘subsection (d)(1)”” and ‘‘subsection (e)(6)”’ for ‘‘sub-
section (e)(1)(B)”.

Subsec. (m)(2)(B). Pub. L. 99-514, §1852(c)(4)(A), in-
serted ‘“‘and subsection (e)(7) (relating to plans where
substantially all contributions are employee contribu-
tions)”’.

Subsec. (m)(2)(C). Pub. L. 99-514, §1852(c)(4)(B), sub-
stituted ‘‘subsection (e)(6)”’ for ‘‘subsection (e)(1)(B)”’.

Subsec. (m)(5). Pub. L. 99-514, §1852(a)(2)(C), which di-
rected that par. (56) be amended by substituting ‘‘5-per-
cent owners’” for ‘‘owner-employees’ in heading, was
executed by substituting ‘‘5-percent owners’ for ‘‘key
employees’, to reflect the probable intent of Congress
and intervening amendment by section 713(c)(1)(B) of
Pub. L. 98-369.

Subsec. (m)(5)(A). Pub. L. 99-514, §1123(d)(1), amended
subpar. (A) generally. Prior to amendment, subpar. (A)
read as follows: ‘“This subparagraph shall apply—

‘(i) to amounts which—
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‘“(I) are received from a qualified trust described
in section 401(a) or under a plan described in section
403(a), and

‘“(II) are received by a b5-percent owner before
such owner attains the age of 59% years, for any
reason other than such owner becoming disabled
(within the meaning of paragraph (7) of this sec-
tion), and
‘“(ii) to amounts which are received from a qualified

trust described in section 401(a) or under a plan de-

scribed in section 403(a) at any time by a 5-percent
owner, or by the successor of such owner, but only to
the extent that such amounts are determined (under
regulations prescribed by the Secretary) to exceed
the benefits provided for such individual under the
plan formula.
Clause (i) shall not apply to any amount received by an
individual in his capacity as a policyholder of an annu-
ity, endowment, or life insurance contract which is in
the nature of a dividend or similar distribution and
clause (i) shall not apply to amounts attributable to
benefits accrued before January 1, 1985.”°

Pub. L. 99-514, §1852(a)(2)(A), amended subpar. (A)
generally. Prior to amendment, subpar. (A) read as fol-
lows: ‘“‘This paragraph shall apply—

‘(i) to amounts (other than any amount received by
an individual in his capacity as a policyholder of an
annuity, endowment, or life insurance contract which
is in the nature of a dividend or similar distribution)
which are received from a qualified trust described in
section 401(a) or under a plan described in section
403(a) and which are received by an individual, who is,
or has been, a 5-percent owner, before such individual
attains the age of 59% years, for any reason other
than the individual’s becoming disabled (within the
meaning of paragraph (7) of this subsection), but only
to the extent that such amounts are attributable to
contributions paid on behalf of such individual (other
than contributions made by him as a b5-percent
owner) while he was a 5-percent owner, and

‘“(ii) to amounts which are received from a qualified
trust described in section 401(a) or under a plan de-
scribed in section 403(a) at any time by an individual
who is, or has been, a 5-percent owner or by the suc-
cessor of such individual, but only to the extent that
such amounts are determined, under regulations pre-
scribed by the Secretary, to exceed the benefits pro-
vided for such individual under the plan formula.”
Subsec. (m)(5)(C). Pub. L. 99-514, §1852(a)(2)(B),

amended subpar. (C) generally. Prior to amendment,
subpar. (C) read as follows: ‘‘For purposes of this para-
graph, the term ‘5 percent owner’ have the same mean-
ings as when used in section 416.”

Subsec. (m)(10). Pub. L. 99-514, §1898(c)(1)(B), inserted
“who is the spouse or former spouse of the partici-
pant’’.

Subsec. (0)(5). Pub. L. 99-514, §1101(b)(2)(C), inserted
“and made for a taxable year beginning before January
1, 1987,” in subpar. (A), substituted ‘‘subsection
(P)(B)(A)()” for ‘‘section 219(e)(3)”’ in subpar. (C), and
substituted ‘‘subsection (p)(3)(B)”’ for ‘‘section
219(e)(4)” in subpar. (D).

Subsec. (p)(2)(A)(i). Pub. L. 99-514, §1134(a), amended
cl. (i) generally. Prior to amendment, cl. (i) read as fol-
lows: *‘$50,000, or’’.

Subsec. (p)(2)(B)(ii). Pub. L. 99-514, §1134(d), amended
cl. (ii) generally. Prior to amendment, cl. (ii) read as
follows: ‘‘Clause (i) shall not apply to any loan used to
acquire, construct, reconstruct, or substantially reha-
bilitate any dwelling unit which within a reasonable
time is to be used (determined at the time the loan is
made) as a principal residence of the participant or a
member of the family (within the meaning of section
267(c)(4)) of the participant.”

Subsec. (P)(2)(C), (D). Pub. L. 99-514, §1134(b), added
subpar. (C) and redesignated former subpar. (C) as (D).

Subsec. (p)(3). Pub. L. 99-514, §1134(c), added par. (3)
and redesignated former par. (3) as (4).

Pub. L. 99-514, §1101(b)(2)(B), amended par. (3) gener-
ally. Prior to amendment, par. (3) read as follows: ‘‘For
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purposes of this subsection, the term ‘qualified em-
ployer plan’ means any plan which was (or was deter-
mined to be) a qualified employer plan (as defined in
section 219(e)(3) other than a plan described in sub-
section (e)(7)). For purposes of this subsection, such
term includes any government plan (as defined in sec-
tion 219(e)(4)).”

Subsec. (p)4), (b). Pub. L. 99-514, §1134(c), redesig-
nated former pars. (3) and (4) as (4) and 5, respectively.

Subsec. (q). Pub. L. 99-514, §1123(b)(1)(B), substituted
‘“10-percent’’ for ‘‘5-percent’’ in heading.

Subsec. (q)(1). Pub. L. 99-514, §1123(b)(1)(A),
stituted ‘10 percent’’ for ‘56 percent’’.

Subsec. (q)(2). Pub. L. 99-514, §1123(b)(3), substituted
‘““Paragraph (1)’ for ‘‘This subsection’ in introductory
provisions.

Subsec. (q)(2)(B). Pub. L. 99-514, §1826(c), amended
subpar. (B) generally. Prior to amendment, subpar. (B)
read as follows: ‘“made to a beneficiary (or to the estate
of an annuitant) on or after the death of an annu-
itant,”.

Subsec. (q)(2)(D). Pub. L. 99-514, §1123(b)(2), amended
subpar. (D) generally. Prior to amendment, subpar. (D)
read as follows: “which is one of a series of substan-
tially equal periodic payments made for the life of a
taxpayer or over a period extending for at least 60
months after the annuity starting date,”.

Subsec. (q)(2)(E). Pub. L. 99-514, §1852(c)(2), inserted
‘‘(determined without regard to subsection (e)(7))”.

Subsec. (q)(2)(G). Pub. L. 99-514, §1826(d), added sub-
par. (G).

Subsec. (@)(2)(D), (J). Pub. L. 99-514, §1123(b)(4), which
added subpars. (I) and (J) directed the amendment of
subpar. (G) by striking out ‘‘or’’ at the end thereof, and
of subpar. (H) by striking out the period at the end
thereof, could not be executed to subpars. (G) and (H)
because subpar. (G) does not contain ‘‘or’’, and no sub-
par. (H) was enacted.

Subsec. (q)(3). Pub. L. 99-514, §1123(b)(3), added par.

sub-

3).

Subsec. (s)(1). Pub. L. 99-514, §1826(b)(2), substituted
‘“‘any holder of such contract” for ‘‘the holder of such
contract’ in subpars. (A) and (B).

Subsec. (s)(5). Pub. L. 99-514, §1826(a), added par. (5).

Subsec. (s)(6), (7). Pub. L. 99-514, §1826(b)(1), added
pars. (6) and (7).

Subsec. (t). Pub. L. 99-514, §1123(a), added subsec. (t)
and redesignated former subsec. (t) as (u).

Subsecs. (u), (v). Pub. L. 99-514, §1135(a), added sub-
sec. (u) and redesignated former subsec. (1) as (V).

1984—Subsec. (e)(5)(D). Pub. L. 98-369, §523(b)(1), sub-
stituted ‘‘Except as provided in paragraph (7), this” for
“This”.

Subsec. (e)(5)(D)({1)(IV). Pub. L. 98-369, §211(b)(1),
which directed substitution of ‘‘section 818(a)(3)” for
£805(d)(3)”’ in subpar. (D)(1)(IV), was executed to subpar.
(D)(1)(IV) to reflect the probable intent of Congress.

Subsec. (e)(7). Pub. L. 98-369, §523(a), added par. (7).

Subsec. (k). Pub. L. 98-369, §421(b)(1), repealed subsec.
(k) relating to payments in discharge of alimony.

Subsec. (m)(5). Pub. L. 98-369, §713(c)(1)(B), sub-
stituted ‘‘key employees’” for ‘‘owner-employees’ in
heading.

Subsec. (m)(5)(A). Pub. L. 98-369, §521(d)(1), (2), sub-
stituted ‘‘5-percent owner” for ‘‘key employee’ wher-
ever appearing and struck out ‘‘in a top-heavy plan” at
end of cl. (i).

Pub. L. 98-369, § 713(c)(1)(A), substituted ‘‘as a key em-
ployee” for ‘‘as an owner-employee’ in cl. (i).

Subsec. (m)(5)(C). Pub. L. 98-369, §521(d)(3), sub-
stituted ‘‘the term ‘6 percent owner’’’ for ‘‘the terms
‘key employee’ and ‘top-heavy plan’’’.

Subsec. (m)(9). Pub. L. 98-369, §713(d)(1), repealed par.
(9) relating to return of excess contributions before due
date of return.

Subsec. (m)(10). Pub. L. 98-397 added par. (10).

Subsec. (0)(1). Pub. L. 98-369, §491(d)(3), substituted
€402 and 403" for ‘402, 403, and 405”.

Subsec. (0)(3)(A). Pub. L. 98-369, § 713(b)(1)(A), inserted
‘‘(other than the exception contained in paragraph (2)
thereof)”.
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Subsec. (0)(4). Pub. L. 98-369, §491(d)(4), substituted
“and 408(d)(3)” for ‘‘408(d)(3), and 409(b)(3)(C)”".

Subsec. (P)(2)(A). Pub. L. 98-369, § 713(b)(1)(B), inserted
at end ‘“‘For purposes of clause (ii), the present value of
the nonforfeitable accrued benefit shall be determined
without regard to any accumulated deductible em-
ployee contributions (as defined in subsection
(0)(3)(B)).”

Subsec. (p)(2)(A)(ii). Pub. L. 98-369, §713(b)(4), sub-
stituted as cl. (ii) ‘‘the greater of (I) one-half of the
present value of the nonforfeitable accrued benefit of
the employee under the plan, or (II) $10,000 for ‘2 of
the present value of the nonforfeitable accrued benefit
of the employee under the plan (but not less than
$10,000)".

Subsec. (p)(3). Pub. L. 98-369, §523(b)(2), inserted
‘““‘other than a plan described in subsection (e)(7)” .

Subsec. (q)(1). Pub. L. 98-369, §222(a), amended par. (1)
generally, striking out designation ‘“(A) In general.—”
preceding text, substituting ‘“which is includible in
gross income’ for ‘‘includible in gross income which is
properly allocable to any investment in the annuity
contract made during the 10-year period ending on the
date such amount was received by the taxpayer’, and
striking out former subpar. (B), which had provided
that for purposes of subpar. (A), the amount includible
in gross income would be allocated to the earliest in-
vestment in the contract with respect to which
amounts had not been previously fully allocated under
this par.

Subsecs. (8), (t). Pub. L. 98-369, §222(b), added subsec.
(s) and redesignated former subsec. (s) as (t).

1983—Subsec. (0)(2)(A). Pub. L. 97-448, §103(c)(6),
struck out ‘‘to which the employee made one or more
deductible employee contributions’ after ‘‘from a
qualified employer plan or government plan’’.

Subsec. (p)(3). Pub. L. 97448, §103(c)(3)(B)(1), struck
out ‘“‘without regard to subparagraph (D) thereof’’ after
‘“‘as defined in section 219(e)(3)”’.

Subsecs. (r), (s). Pub. L. 98-76 added subsec. (r) and re-
designated former subsec. (r) as (8).

1982—Subsec. (e). Pub. L. 97-248, §265(a), in par. (1)
substituted provisions relating to the application of
this subsection to amounts received under annuity, en-
dowment, or life insurance contracts which are not re-
ceived as annuities and to amounts received as divi-
dends for provisions which stated a general rule relat-
ing to the includability as gross income of amounts
that were received under annuity, endowment, or life
insurance contracts which were not received as annu-
ities and also stated that for the purposes of this sec-
tion amounts which were received as dividends would
be treated as amounts not received as an annuity, in
par. (2) substituted provisions stating a general rule as
to the includability as gross income of amounts re-
ceived before or after the annuity starting date for pro-
visions which set out those amounts which would be
treated as amounts not received as an annuity, and
added pars. (3) to (6).

Subsec. (m)(4). Pub. L. 97-248, §236(b)(1), struck out
par. (4) which related to amounts constructively re-
ceived with respect to assignments or pledges, and
loans on contracts.

Subsec. (m)(5). Pub. L. 97-248, §237(d)(1), (2), in subpar.
(A) substituted applicability to key employees for ap-
plicability to owner-employees and added subpar. (C).

Subsec. (m)(6). Pub. L. 97-248, §237(d)(3), struck out
“except in applying paragraph (5),” after ‘‘shall”.

Subsec. (m)(8). Pub. L. 97-248, §236(b)(1), struck out
par. (8) which related to loans to owner-employees.

Subsec. (0)(3)(A). Pub. L. 97-248, §236(b)(2), substituted
reference to subsec. (p) of this section for references to
subsec. (m)(4) and (8) of this section.

Subsec. (p). Pub. L. 97-248, §236(a), added subsec. (D).
Former subsec. (p) redesignated (q).

Subsec. (q). Pub. L. 97-248, §265(b)(1), added subsec.
(q). Former subsec. (q) redesignated (r).

Pub. L. 97-248, §236(a), redesignated former subsec. (p)
as (q).

Subsec. (r). Pub. L. 97-248, §§236(a), 265(b)(1), redesig-
nated former subsec. (p) as (r).
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1981—Subsec. (m)(6). Pub. L. 97-34, §312(d)(1), ex-
panded definition of ‘‘owner-employee’” to include an
employee within the meaning of section 401(c)(1) except
in applying paragraph (5).

Subsec. (m)(8). Pub. L. 97-34, §312(d)(2), added par. (8).

Subsec. (m)(9). Pub. L. 97-34, §312(e)(1), added par. (9).

Subsecs. (0), (p). Pub. L. 97-34, §311(b)(1), added sub-
sec. (0) and redesignated former subsec. (0) as (p).

1976—Subsec. (©)(2), (3)(A). Pub. L. 94-455,
§1906(b)(13)(A), struck out ‘‘or his delegate’ after ‘‘Sec-
retary’’.

Subsec. (d)(1). Pub. L. 94-455, §1901(a)(12), struck out
in subpar. (B) ‘‘(whether or not before January 1, 1954)”’
after ‘‘beginning on the date’’, and in provisions follow-
ing subpar. (B) struck out ‘‘(under this paragraph and
prior income tax laws)’’ after ‘‘until there has been so
excluded”.

Subsec. (f). Pub. L. 94-455, §1906(b)(13)(A), struck out
‘“‘or his delegate’ after ‘‘Secretary’’.

Subsec. (i). Pub. L. 94-455, §1951(b)(1)(A), struck out
subsec. (i) which related to joint annuities where first
annuitant died in 1951, 1952, or 1953.

Subsec. (m)(2), (3). Pub. L. 94-455, §1906(b)(13)(A),
struck out ‘‘or his delegate’ after ‘‘Secretary’’.

Subsec. (m)(4)(A). Pub. L. 94-455, §1901(a)(13), sub-
stituted ‘‘an individual retirement account” for ‘‘an in-
dividual retirement amount’’.

Subsec. (m)(5)(A)(i1), ™. Pub. L. 94-455,
§1906(b)(13)(A), struck out ‘‘or his delegate’ after ‘‘Sec-
retary’’.

1974—Subsec. (m)(1). Pub. L. 93-406, §2001(h)(2), struck
out par. (1) which related to certain amounts received
before annuity starting date.

Subsec. (m)(4)(A). Pub. L. 93-406, §2002(g)(10)(A), in-
serted references to an individual retirement amount
described in section 408(a) and an individual retirement
annuity described in section 408(b).

Subsec. (m)(5)(A). Pub. L. 93-406, §2001(e)(5), (h)(3),
substituted ‘‘(other than contributions made by him as
an owner-employee)”’ for ‘‘(whether or not paid by
him)”’ in cl. (i), and struck out cl. (iii) which had made
reference to amounts which were received, by an indi-
vidual who was or had been, an owner-employee, by
reason of the distribution under the provisions of sec-
tion 401(e)(2)(E) of his entire interest in all qualified
trusts described in section 401(a) and in all plans de-
scribed in section 403(a).

Subsec. (m)(5)(B). Pub. L. 93-406, §2001(g)(1), sub-
stituted provisions that if a person receives an amount
to which subsec. (m)(5) applies, his tax under this chap-
ter for the taxable year in which such amount is re-
ceived shall be increased by an amount equal to 10 per-
cent of the portion of the amount so received which is
includible in his gross income for such taxable year for
provisions that if the aggregate amounts to which sub-
sec. (m)(5) applied received by any person in his taxable
yvear equalled or exceeded $2,500, the increase in his tax
for the taxable year in which such amounts were re-
ceived and attributable to such amounts could not be
less than 110 percent of the aggregate increase in taxes,
for the taxable year and the 4 immediately preceding
taxable years, which would have resulted if such
amounts had been included in such person’s gross in-
come ratably over such taxable years, with provision
for alternate computation if deductions had been al-
lowed under section 404 for contributions paid for a
number of prior taxable years less than 4.

Subsec. (m)(5)(C) to (E). Pub. L. 93-406, §2001(g)(2)(A),
struck out subpars. (C) to (E) which contained special
rules for the application of subsec. (m)(5).

Subsec. (m)(6). Pub. L. 93-406, §2002(g2)(10)(B), inserted
reference to an individual for whose benefit an individ-
ual retirement account or annuity described in section
408(a) or (b) is maintained.

Subsec. (n). Pub. L. 93406, §§2005(c)(3), 2007(b)(2), re-
designated former subsec. (0) as (n) and in heading of
subsec. (n) as so redesignated inserted reference to sur-
vivor benefit plan. Former subsec. (n), which set out
provisions covering the treatment to be accorded total
distributions, was struck out.
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Subsec. (0). Pub. L. 93-406, §2005(c)(3), redesignated
former subsec. (p) as (0). Former subsec. (0) redesig-
nated (n) and amended.

Subsec. (p). Pub. L. 93-406, §2005(c)(3), redesignated
subsec. (p) as (0).

1969—Subsec. (n)(1). Pub. L. 91-172, §515(b)(1), altered
section to accommodate the insertion into sections 402
and 403 of provisions under which employer contribu-
tions to qualified pension, profit sharing, stock bonus,
and annuity plans for plan years beginning after 1969
are to be treated as ordinary income when received in
a lump sum distribution, but with such amounts to be
eligible for a special averaging procedure.

Subsec. (n)(4). Pub. L. 91-172, §515(b)(2), added par. (4).

1966—Subsecs. (0), (p). Pub. L. 89-365 added subsec. (0)
and redesignated former subsec. (0) as (p).

1965—Subsec. (m)(5)(A)(1). Pub. L. 89-97, §106(d)(2)(A),
substituted ‘‘paragraph (7) of this subsection” for ‘‘sec-
tion 213(g)(3)”.

Subsec. (m)(7). Pub. L. 89-97, §106(d)(2)(B), added par.
(.

Subsec. (n)(1). Pub. L. 89-97, §106(d)(2)(C), substituted
in subpars. (A)(ii) and (B)(iii) ‘‘subsection (m)(7)” for
‘“‘section 213(g)(3)".

Subsec. (n)(3). Pub. L. 8944 substituted ‘‘sections 31
and 39 for ‘‘section 31" in sentence following subpar.
(B).
1964—Subsec. (e)(3). Pub. L. 88-272 struck out par. (3)
which provided for a limit on the tax attributable to
the receipt of a lump sum.

1962—Subsec. (d)(2). Pub. L. 87-792, §4(a), designated
existing provisions as cl. (A) and added cl. (B).

Subsec. (f). Pub. L. 87-834 inserted sentence providing
that par. (2) shall not apply to amounts which were
contributed by the employer after Dec. 31, 1962, and
which would not have been includible in the gross in-
come of the employee by reason of the application of
Section 911 if such amounts had been paid directly to
the employee at the time of contribution, and making
such sentence inapplicable to amounts which were con-
tributed by the employer, as determined under regula-
tions, to provide pension or annuity credits, to the ex-
tent such credits are attributable to services performed
before Jan. 1, 1963, and are provided pursuant to pen-
sion or annuity plan provisions in existence on Mar. 12,
1962, and on that date applicable to such services.

Subsecs. (m) to (0). Pub. L. 87-792, §4(b), added sub-
secs. (m) and (n) and redesignated former subsec. (m) as
(0).

EFFECTIVE DATE OF 2010 AMENDMENT

Pub. L. 111-240, title II, §2113(b), Sept. 27, 2010, 124
Stat. 25667, provided that: ‘“The amendment made by
this section [amending this section] shall apply to
amounts received in taxable years beginning after De-
cember 31, 2010.”

EFFECTIVE DATE OF 2008 AMENDMENT

Pub. L. 110-458, title I, §112, Dec. 23, 2008, 122 Stat.
5113, provided that: ‘‘Except as otherwise provided in
this subtitle [subtitle A (§§101-112) of title I of Pub. L.
110-458, see Tables for classification], the amendments
made by this subtitle shall take effect as if included in
the provisions of the 2006 Act [Pub. L. 109-280] to which
the amendments relate.”

Pub. L. 110-245, title I, §107(b), June 17, 2008, 122 Stat.
1631, provided that: “The amendment made by this sec-
tion [amending this section] shall apply to individuals
ordered or called to active duty on or after December
31, 2007.”

EFFECTIVE DATE OF 2006 AMENDMENT

Pub. L. 109-280, title VIII, §827(c), Aug. 17, 2006, 120
Stat. 1001, provided that:

‘(1) EFFECTIVE DATE.—The amendment made by this
section [amending this section and sections 401 and 403
of this title] shall apply to distributions after Septem-
ber 11, 2001.

‘(2) WAIVER OF LIMITATIONS.—If refund or credit of
any overpayment of tax resulting from the amend-
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ments made by this section is prevented at any time
before the close of the 1-year period beginning on the
date of the enactment of this Act [Aug. 17, 2006] by the
operation of any law or rule of law (including res judi-
cata), such refund or credit may nevertheless be made
or allowed if claim therefor is filed before the close of
such period.”

Pub. L. 109-280, title VIII, §828(b), Aug. 17, 2006, 120
Stat. 1001, provided that: ‘“The amendment made by
this section [amending this section] shall apply to dis-
tributions after the date of the enactment of this Act
[Aug. 17, 2006].”

Pub. L. 109-280, title VIII, §844(g), Aug. 17, 2006, 120
Stat. 1013, provided that:

‘(1) IN GENERAL.—Except as otherwise provided in
this subsection, the amendments made by this section
[enacting section 6050U of this title and amending this
section and sections 848, 1035, 6724, and 7702B of this
title] shall apply to contracts issued after December 31,
1996, but only with respect to taxable years beginning
after December 31, 2009.

‘“(2) TAX-FREE EXCHANGES.—The amendments made by
subsection (b) [amending section 1035 of this title] shall
apply with respect to exchanges occurring after Decem-
ber 31, 2009.

‘“(3) INFORMATION REPORTING.—The amendments made
by subsection (d) [enacting section 6050U of this title
and amending section 6724 of this title] shall apply to
charges made after December 31, 2009.

‘(4) POLICY ACQUISITION EXPENSES.—The amendment
made by subsection (e) [amending section 848 of this
title] shall apply to specified policy acquisition ex-
penses determined for taxable years beginning after De-
cember 31, 2009.

‘“(5) TECHNICAL AMENDMENT.—The amendment made
by subsection (f) [amending section 7702B of this title]
shall take effect as if included in section 321(a) of the
Health Insurance Portability and Accountability Act of
1996 [Pub. L. 104-191].”

EFFECTIVE DATE OF 2004 AMENDMENTS

Pub. L. 108-357, title VIII, §906(c), Oct. 22, 2004, 118
Stat. 1654, provided that: ‘“The amendments made by
this section [amending this section and section 83 of
this title] shall apply to distributions on or after the
date of the enactment of this Act [Oct. 22, 2004].”

Amendment by section 207(6), (7) of Pub. L. 108-311 ap-
plicable to taxable years beginning after Dec. 31, 2004,
see section 208 of Pub. L. 108-311, set out as a note
under section 2 of this title.

EFFECTIVE DATE OF 2001 AMENDMENTS

Amendment by Pub. L. 107-90 applicable to calendar
yvears beginning after Dec. 31, 2001, see section 204(f) of
Pub. L. 107-90, set out as an Effective and Termination
Dates of 2001 Amendment note under section 24 of this
title.

Amendment by Pub. L. 107-22 effective July 26, 2001,
see section 1(c) of Pub. L. 107-22, set out as an Effective
and Termination Dates of 2001 Amendment note under
section 26 of this title.

Pub. L. 107-16, title IV, §402(h), June 7, 2001, 115 Stat.
63, provided that: ‘“The amendments made by this sec-
tion [amending this section and sections 135, 221, 529,
530, 4973, and 6693 of this title] shall apply to taxable
years beginning after December 31, 2001.”’

Pub. L. 107-16, title VI, §632(a)(4), June 7, 2001, 115
Stat. 115, provided that: ‘“The amendments made by
this subsection [amending this section and sections 402,
403, 404, 415, and 664 of this title] shall apply to years
beginning after December 31, 2001.”

Amendment by section 641(a)(2)(C), (e)(1) of Pub. L.
107-16 applicable to distributions after Dec. 31, 2001, see
section 641(f)(1) of Pub. L. 107-16, set out as a note
under section 402 of this title.

EFFECTIVE DATE OF 1998 AMENDMENT

Pub. L. 105-206, title III, §3436(b), July 22, 1998, 112
Stat. 761, provided that: ‘“The amendments made by
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this section [amending this section] shall apply to dis-
tributions after December 31, 1999.”"

Amendment by section 6023(3), (4) of Pub. L. 105-206
effective July 22, 1998, see section 6023(32) of Pub. L.
105-206, set out as a note under section 34 of this title.

Amendment by sections 6004(d)(3)(B) and 6005(c)(1) of
Pub. L. 105-206 effective, except as otherwise provided,
as if included in the provisions of the Taxpayer Relief
Act of 1997, Pub. L. 105-34, to which such amendment
relates, see section 6024 of Pub. L. 105-206, set out as a
note under section 1 of this title.

EFFECTIVE DATE OF 1997 AMENDMENT

Section 203(c) of Pub. L. 105-34 provided that: ‘“The
amendments made by this section [amending this sec-
tion] shall apply to distributions after December 31,
1997, with respect to expenses paid after such date (in
taxable years ending after such date), for education fur-
nished in academic periods beginning after such date.”

Section 303(c) of Pub. L. 105-34 provided that: ‘“The
amendments made by this section [amending this sec-
tion] shall apply to payments and distributions in tax-
able years beginning after December 31, 1997.”

Section 1075(c) of Pub. L. 105-34 provided that: ‘“The
amendments made by this section [amending this sec-
tion] shall apply with respect to annuity starting dates
beginning after December 31, 1997.”

EFFECTIVE DATE OF 1996 AMENDMENTS

Section 361(d) of Pub. L. 104-191 provided that: ‘“The
amendments made by this section [amending this sec-
tion] shall apply to distributions after December 31,
1996.”

Section 1403(b) of Pub. L. 104-188 provided that: ‘“The
amendment made by this section [amending this sec-
tion] shall apply in cases where the annuity starting
date is after the 90th day after the date of the enact-
ment of this Act [Aug. 20, 1996].”’

Section 1421(e) of Pub. L. 104-188 provided that: ‘“The
amendments made by this section [amending this sec-
tion, sections 219, 280G, 402, 404, 408, 414, 416, 457, 3121,
3306, 3401, 4972, and 6693 of this title, sections 1021 and
1104 of Title 29, Labor, and section 409 of Title 42, The
Public Health and Welfare] shall apply to taxable years
beginning after December 31, 1996.”

Section 1463(b) of Pub. L. 104-188 provided that: ‘“The
amendment made by this section [amending this sec-
tion] shall apply to taxable years beginning after De-
cember 31, 1996.”°

Section 1704(1)(2) of Pub. L. 104-188 provided that:
“The amendment made by paragraph (1) [amending this
section] shall take effect as if included in the amend-
ments made by section 1122(c) of the Tax Reform Act of
1986 [Pub. L. 99-514].”

EFFECTIVE DATE OF 1992 AMENDMENT

Amendment by Pub. L. 102-318 applicable to distribu-
tions after Dec. 31, 1992, see section 521(e) of Pub. L.
102-318, set out as a note under section 402 of this title.

EFFECTIVE DATE OF 1989 AMENDMENT

Amendment by Pub. L. 101-239 effective, except as
otherwise provided, as if included in the provision of
the Technical and Miscellaneous Revenue Act of 1988,
Pub. L. 100-647, to which such amendment relates, see
section 7817 of Pub. L. 101-239, set out as a note under
section 1 of this title.

EFFECTIVE DATE OF 1988 AMENDMENT

Amendment by sections 1011A(b)(1)(A), (B), (2), (9),
(©)(1)—(8), (h), (1), and 1018(k), (t)(1)(A), (B), and (u)(8) of
Pub. L. 100-647 effective, except as otherwise provided,
as if included in the provision of the Tax Reform Act
of 1986, Pub. L. 99-514, to which such amendment re-
lates, see section 1019(a) of Pub. L. 100-647, set out as a
note under section 1 of this title.

Amendment by section 5012(a), (b)(1), (d) of Pub. L.
100-647 applicable to contracts entered into on or after
June 21, 1988, with special rule where death benefit in-
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creases by more than $150,000, certain other material
changes taken into account, certain exchanges per-
mitted, and special rule in the case of annuity con-
tracts, see section 5012(e) of Pub. L. 100-647, set out as
an Effective Date note under section 7702A of this title.

EFFECTIVE DATE OF 1986 AMENDMENT

Section 1101(c) of Pub. L. 99-514 provided that: ‘“The
amendments made by this section [amending this sec-
tion and section 219 of this title] shall apply to con-
tributions for taxable years beginning after December
31, 1986.”

Amendment by section 1122(c)(1) of Pub. L. 99-514 ap-
plicable to individuals whose annuity starting date is
after July 1, 1986, amendment by section 1122(c)(2) of
Pub. L. 99-514 applicable to individuals whose annuity
starting date is after Dec. 31, 1986, and amendment by
section 1122(c)(3) of Pub. L. 99-514 applicable to
amounts received after July 1, 1986, in the case of any
plan not described in section 72(e)(8)(D) of this title, see
section 1122(h)(2) of Pub. L. 99-514, set out as a note
under section 402 of this title.

Section 1123(e) of Pub. L. 99-514, as amended by Pub.
L. 100-647, title I, §1011A(c)(11), (12), Nov. 10, 1988, 102
Stat. 3476, provided that:

‘(1) IN GENERAL.—Except as otherwise provided in
this subsection, the amendments made by this section
[amending this section and sections 403 and 408 of this
title] shall apply to taxable years beginning after De-
cember 31, 1986.

‘“(2) SUBSECTION (c¢).—The amendments made by sub-
section (c¢) [amending section 403 of this title] shall
apply to years beginning after December 31, 1988, but
only with respect to distributions from contracts de-
scribed in section 403(b) of the Internal Revenue Code of
1986 which are attributable to assets other than assets
held as of the close of the last year beginning before
January 1, 1989.

¢“(3) EXCEPTION WHERE DISTRIBUTION COMMENCES.—The
amendments made by this section shall not apply to
distributions to any employee from a plan maintained
by any employer if—

‘““(A) as of March 1, 1986, the employee separated
from service with the employer,

“(B) as of March 1, 1986, the accrued benefit of the
employee was in pay status pursuant to a written
election providing a specific schedule for the distribu-
tion of the entire accrued benefit of the employee,
and

‘“(C) such distribution is made pursuant to such
written election.

‘“(4) TRANSITION RULE.—The amendments made by
this section shall not apply with respect to any benefits
with respect to which a designation is in effect under
section 242(b)(2) of the Tax Equity and Fiscal Respon-
sibility Act of 1982 [section 242(b)(2) of Pub. L. 97-248,
formerly set out as an Effective Date of 1982 Amend-
ment note under section 401 of this title].

““(5) SPECIAL RULE FOR DISTRIBUTIONS UNDER AN ANNU-
ITY CONTRACT.—The amendments made by paragraphs
(1), (2), and (3) of subsection (b) [amending this section]
shall not apply to any distribution under an annuity
contract if—

‘“(A) as of March 1, 1986, payments were being made
under such contract pursuant to a written election
providing a specific schedule for the distribution of
the taxpayer’s interest in such contract, and

‘(B) such distribution is made pursuant to such
written election.”

Section 1134(e) of Pub. L. 99-514 provided that: ‘““The
amendments made by this section [amending this sec-
tion] shall apply to loans made, renewed, renegotiated,
modified, or extended after December 31, 1986.”

Section 1135(b) of Pub. L. 99-514 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to contributions to annuity contracts
after February 28, 1986.""

Amendment by sections 1826(a), (d), 1852(a)(2),
(©)(1)—(4), and 1854(b)(1) of Pub. L. 99-514 effective, ex-
cept as otherwise provided, as if included in the provi-
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sions of the Tax Reform Act of 1984, Pub. L. 98-369, div.
A, to which such amendment relates, see section 1881 of
Pub. L. 99-514, set out as a note under section 48 of this
title.

Section 1826(b)(4) of Pub. L. 99-514 provided that:
“The amendments made by this subsection [amending
this section] shall apply to contracts issued after the
date which is 6 months after the date of the enactment
of this Act [Oct. 22, 1986] in taxable years ending after
such date.”

Section 1826(c) of Pub. L. 99-514, as amended by Pub.
L. 100-647, title I, §1018(t)(1)(D), Nov. 10, 1988, 102 Stat.
3587, provided that the amendment made by section
1826(c) of Pub. L. 99-514 is effective with respect to dis-
tributions commencing after the date 6 months after
Oct. 22, 1986.

Section 1854(b)(6) of Pub. L. 99-514 provided that:
“The amendments made by paragraphs (1) and (2)
[amending this section and section 404 of this title]
shall not apply to dividends paid before January 1, 1986,
if the taxpayer treated such dividends in a manner in-
consistent with such amendments on a return filed
with the Secretary before the date of the enactment of
this Act [Oct. 22, 1986].”

Section 1898(c)(1)(C) of Pub. L. 99-514 provided that:
“The amendments made by this paragraph [amending
this section and section 402 of this title] shall apply to
payments made after the date of the enactment of this
Act [Oct. 22, 1986].”

EFFECTIVE DATE OF 1984 AMENDMENTS

Amendment by Pub. L. 98-397 effective Jan. 1, 1985,
except as otherwise provided, see section 303(d) of Pub.
L. 98-397, set out as a note under section 1001 of Title
29, Labor.

Amendment by section 211(b)(1) of Pub. L. 98-369 ap-
plicable to taxable years beginning after Dec. 31, 1983,
see section 215 of Pub. L. 98-369, set out as an Effective
Date note under section 801 of this title.

Section 222(c) of Pub. L. 98-369, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided:

‘(1) IN GENERAL.—The amendments made by this sec-
tion [amending this section] shall apply to contracts is-
sued after the day which is 6 months after the date of
the enactment of this Act [July 18, 1984] in taxable
years ending after such date.

‘“(2) TRANSITIONAL RULES FOR CONTRACTS ISSUED BE-
FORE EFFECTIVE DATE.—In the case of any contract
(other than a single premium contract) which is issued
on or before the day which is 6 months after the date
of the enactment of this Act, for purposes of section
72(q)(1)(A) of the Internal Revenue Code of 1986 [for-
merly IL.R.C. 1954] (as in effect on the day before the
date of the enactment of this Act), any investment in
such contract which is made during any calendar year
shall be treated as having been made on January 1 of
such calendar year.”’

Amendment by section 421(b)(1) of Pub. L. 98-369 ap-
plicable to transfers after July 18, 1984, in taxable years
ending after such date, subject to election to have re-
peal apply to transfers after 1983 or to transfers pursu-
ant to existing decrees, see section 421(d) of Pub. L.
98-369, set out as an Effective Date note under section
1041 of this title.

Amendment by section 491(d)(3), (4) of Pub. L. 98-369
applicable to obligations issued after Dec. 31, 1983, see
section 491(f)(1) of Pub. L. 98-369, set out as a note
under section 62 of this title.

Amendment by section 521(d) of Pub. L. 98-369 appli-
cable to years beginning after Dec. 31, 1984, see section
521(e) of Pub. L. 98-369, set out as a note under section
401 of this title.

Section 523(c) of Pub. L. 98-369 provided that: ‘“The
amendments made by this section [amending this sec-
tion] shall apply to any amount received or loan made
after the 90th day after the date of enactment of this
Act [July 18, 1984].”

Amendment by section 713(b)(1), (4), (¢)(1)(A), (B) of
Pub. L. 98-369 effective as if included in the provision
of the Tax Equity and Fiscal Responsibility Act of 1982,
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Pub. L. 97-248, to which such amendment relates, see
section 715 of Pub. L. 98-369, set out as a note under sec-
tion 31 of this title.

Section 713(d)(1) of Pub. L. 98-369, as amended by Pub.
L. 99-514, title XVIII, §1875(c)(5), Oct. 22, 1986, 100 Stat.
2895, provided that the amendment made by section
713(d)(1) of Pub. L. 98-369 is effective with respect to
contributions made in taxable years beginning after
Dec. 31, 1983.

EFFECTIVE DATE OF 1983 AMENDMENTS

Section 227(b) of Pub. L. 98-76, as amended by Pub. L.
99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘(1) IN GENERAL.—Except as provided in paragraph (2),
the amendments made by section 224 [enacting section
6050G of this title, amending this section and section 86
of this title, and enacting provisions set out as a note
under section 231n of Title 45, Railroads] shall apply to
benefits received after December 31, 1983, in taxable
years ending after such date.

¢(2) TREATMENT OF CERTAIN LUMP-SUM PAYMENTS RE-
CEIVED AFTER DECEMBER 31, 1983.—The amendments made
by section 224 shall not apply to any portion of a lump-
sum payment received after December 31, 1983, if the
generally applicable payment date for such portion was
before January 1, 1984.

‘“(3) NO FRESH START.—For purposes of determining
whether any benefit received after December 31, 1983, is
includible in gross income by reason of section 72(r) of
the Internal Revenue Code of 1986 [formerly I.R.C. 1954],
as added by this Act, the amendments made by section
224 be treated as having been in effect during all peri-
ods before 1984.”

Section 103(c)(3)(B)(ii) of Pub. L. 97-448 provided that:
“The amendment made by clause (i) [amending this
section] shall take effect as if the matter struck out
had never been included in such paragraph.”

Amendment by title I of Pub. L. 97-448 effective, ex-
cept as otherwise provided, as if it had been included in
the provision of the Economic Recovery Tax Act of
1981, Pub. L. 97-34, to which such amendment relates,
see section 109 of Pub. L. 97-448, set out as a note under
section 1 of this title.

EFFECTIVE DATE OF 1982 AMENDMENT

Section 236(c) of Pub. L. 97-248, as amended by Pub.
L. 97448, title III, §306(a)(11), Jan. 12, 1983, 96 Stat. 2404;
Pub. L. 98-369, div. A, title V, §554, title VII, §713(b)(2),
July 18, 1984, 98 Stat. 897, 957; Pub. L. 99-514, §2, Oct. 22,
1986, 100 Stat. 2095, provided that:

‘(1) IN GENERAL.—The amendments made by this sec-
tion [amending this section] shall apply to loans, as-
signments, and pledges made after August 13, 1982. For
purposes of the preceding sentence, the outstanding
balance of any loan which is renegotiated, extended, re-
newed, or revised after such date shall be treated as an
amount received as a loan on the date of such renegoti-
ation, extension, renewal, or revision.

‘(2) EXCEPTION FOR CERTAIN LOANS USED TO REPAY
OUTSTANDING OBLIGATIONS.—

‘“(A) IN GENERAL.—Any qualified refunding loan
shall not be treated as a distribution by reason of the
amendments made by this section to the extent such
loan is repaid before August 14, 1983.

‘(B) QUALIFIED REFUNDING LOAN.—For purposes of
subparagraph (A), the term ‘qualified refunding loan’
means any loan made after August 13, 1982, and before
August 14, 1983, to the extent such loan is used to
make a required principal payment.

‘“(C) REQUIRED PRINCIPAL PAYMENT.—For purposes of
subparagraph (B), the term ‘required principal pay-
ment’ means any principal repayment on a loan made
under the plan which was outstanding on August 13,
1982, if such repayment is required to be made after
August 13, 1982, and before August 14, 1983 or if such
loan was payable on demand.

‘(D) SPECIAL RULE FOR NON-KEY EMPLOYEES.—In the
case of a non-key employee (within the meaning of
section 416(i)(2) of the Internal Revenue Code of 1986
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[formerly I.R.C. 1954]), this paragraph shall be applied
by substituting ‘January 1, 1985° for ‘August 14, 1983’
each place it appears.

¢“(3) TREATMENT OF CERTAIN RENEGOTIATIONS.—If—

‘“(A) the taxpayer after August 13, 1982, and before
September 4, 1982, borrows money from a government
plan (as defined in section 219(e)(4) of the Internal
Revenue Code of 1986),

‘(B) under the applicable State law, such loan re-
quires the renegotiation of all outstanding prior
loans made to the taxpayer under such plan, and

‘“(C) the renegotiation described in subparagraph
(B) does not change the interest rate on, or extend
the duration of, any such outstanding prior loan,

then the renegotiation described in subparagraph (B)
shall not be treated as a renegotiation, extension, re-
newal, or revision for purposes of paragraph (1). If the
renegotiation described in subparagraph (B) does not
meet the requirements of subparagraph (C) solely be-
cause it extends the duration of any such outstanding
prior loan, the requirements of subparagraph (C) shall
be treated as met with respect to such renegotiation if,
before April 1, 1983, such extension is eliminated.”

Section 265(c) of Pub. L. 97-248 provided that:

‘(1) SUBSECTION (a).—The amendments made by sub-
section (a) [amending this section] shall take effect on
August 13, 1982.

‘(2) SUBSECTION (b).—The amendments made by sub-
section (b) [amending this section and sections 46, 50A,
53, 901, 1302, and 1304 of this title] shall apply to dis-
tributions after December 31, 1982.”’

Amendment by section 237(d) of Pub. L. 97-248 appli-
cable to years beginning after Dec. 31, 1983, see section
241 of Pub. L. 97-248, set out as an Effective Date note
under section 416 of this title.

EFFECTIVE DATE OF 1981 AMENDMENT

Section 312(f) of Pub. L. 97-34, as amended by Pub. L.
97-448, title I, §103(d)(3), 96 Stat. 2378, provided that:

‘(1) IN GENERAL.—Except as provided in paragraph (2),
the amendments made by this section [amending this
section and sections 219, 401, 404, 408, 1379, and 4972 of
this title] shall apply to taxable years beginning after
December 31, 1981.

‘(2) TRANSITIONAL RULE.—The amendments made by
subsection (d) [amending this section] shall not apply
to any loan from a plan to a self-employed individual
who is an employee within the meaning of section
401(c)(1) which is outstanding on December 31, 1981. For
purposes of the preceding sentence, any loan which is
renegotiated, extended, renewed, or revised after such
date shall be treated as a new loan.”

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by section 1901(a)(12), (13) of Pub. L.
94-455 applicable with respect to taxable years begin-
ning after Dec. 31, 1976, see section 1901(d) of Pub. L.
94-455, set out as a note under section 2 of this title.

Section 1951(d) of Pub. L. 94-455 provided that: “Ex-
cept as otherwise expressly provided, the amendments
made by this section [see Tables for classification of
section 1951 of Pub. L. 94-455] shall apply with respect
to taxable years beginning after December 31, 1976.”

EFFECTIVE DATE OF 1974 AMENDMENT

Amendment by section 2001(e)(5) of Pub. L. 93-406 ap-
plicable to contributions made in taxable years begin-
ning after Dec. 31, 1975, see section 2001(i)(4) of Pub. L.
93-406, set out as a note under section 401 of this title.

Section 2001(i)(5), (6) of Pub. L. 93-406 provided that:

‘“(6) The amendments made by subsection (g)
[amending this section and sections 46, 50A, 56, 404,
and 901 of this title] apply to distributions made in
taxable years beginning after December 31, 1975.

‘“(6) The amendments made by subsection (h)
[amending this section and section 401 of this title]
apply to taxable years ending after the date of enact-
ment of this Act [Sept. 2, 1974].”

Amendment by section 2002(g)(10) of Pub. L. 93-406 ef-
fective on Jan. 1, 1975, see section 2002(i)(2) of Pub. L.
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93-406, set out as an Effective Date note under section
4973 of this title.

Amendment by section 2005(c)(3) of Pub. L. 93-406, ap-
plicable only with respect to distributions or payments
made after Dec. 31, 1973, in taxable years beginning
after Dec. 31, 1973, see section 2005(d) of Pub. L. 93-406,
set out as a note under section 402 of this title.

Amendment by section 2007(b)(2) of Pub. L. 93-406 ap-
plicable to taxable years ending on or after Sept. 21,
1972, see section 2007(c) of Pub. L. 93-406, set out as a
note under section 122 of this title.

EFFECTIVE DATE OF 1969 AMENDMENT

Amendment by Pub. L. 91-172 applicable to taxable
years ending after Dec. 31, 1969, see section 515(d) of
Pub. L. 91-172, set out as a note under section 402 of
this title.

EFFECTIVE DATE OF 1966 AMENDMENT

Amendment by Pub. L. 89-365 applicable with respect
to taxable years ending after Dec. 31, 1965, see section
1(d) of Pub. L. 89-365, set out as an Effective Date note
under section 122 of this title.

EFFECTIVE DATE OF 1965 AMENDMENTS

Amendment by Pub. L. 89-97 applicable to taxable
years beginning after Dec. 31, 1966, see section 106(e) of
Pub. L. 89-97, set out as a note under section 213 of this
title.

Amendment by Pub. L. 89-44 applicable to taxable
years beginning on or after July 1, 1965, see section
809(f) of Pub. L. 89-44, set out as a note under section
6420 of this title.

EFFECTIVE DATE OF 1964 AMENDMENT

Amendment by Pub. L. 88-272 applicable to taxable
years beginning after Dec. 31, 1963, see section 232(g) of
Pub. L. 88-272, set out as a note under section 5 of this
title.

EFFECTIVE DATE OF 1962 AMENDMENTS

Section 11(c)(2) of Pub. L. 87-834 provided that: ‘“The
amendment made by subsection (b) [amending this sec-
tion] shall apply to taxable years ending after Decem-
ber 31, 1962.”

Amendment by Pub. L. 87-792 applicable to taxable
years beginning after Dec. 31, 1962, see section 8 of Pub.
L. 87-792, set out as a note under section 22 of this title.

SAVINGS PROVISION

For provisions that nothing in amendment by Pub. L.
101-508 be construed to affect treatment of certain
transactions occurring, property acquired, or items of
income, loss, deduction, or credit taken into account
prior to Nov. 5, 1990, for purposes of determining liabil-
ity for tax for periods ending after Nov. 5, 1990, see sec-
tion 11821(b) of Pub. L. 101-508, set out as a note under
section 45K of this title.

Section 1951(b)(1)(B) of Pub. L. 94-455 provided that:
“Notwithstanding subparagraph (A) [repealing subsec.
(i) of this section], if the provisions of section 72(i) ap-
plied to amounts received in taxable years beginning
before January 1, 1977, under an annuity contract, then
amounts received under such contract on or after such
date shall be treated as if such provisions were not re-
pealed.”

APPLICABILITY OF SUBSECTION (t)

Section 1011A(c)(13) of Pub. L. 100-647 provided that:
““‘Section T2(t) of the 1986 Code shall apply to any dis-
tribution without regard to whether such distribution
is made without the consent of the participant pursu-
ant to section 411(a)(11) or section 417(e) of the 1986
Code.”

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1998

For provisions directing that if any amendments
made by subtitle D [§§1401-1465] of title I of Pub. L.
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104-188 require an amendment to any plan or annuity
contract, such amendment shall not be required to be
made before the first day of the first plan year begin-
ning on or after Jan. 1, 1998, see section 1465 of Pub. L.
104-188, set out as a note under section 401 of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1994

For provisions directing that if any amendments
made by subtitle B [§§521-523] of title V of Pub. L.
102-318 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1994, see
section 523 of Pub. L. 102-318, set out as a note under
section 401 of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XTI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

DEFINITION OF TERMS USED IN TITLE I OF PUB. L. 110-458

Pub. L. 110-458, title I, §100, Dec. 23, 2008, 122 Stat.
5093, provided that: ‘“‘For purposes of this title [see
Tables for classification]:

‘(1) AMENDMENT OF 1986 CODE.—The term ‘1986 Code’
means the Internal Revenue Code of 1986.

‘(2) AMENDMENT OF ERISA.—The term ‘ERISA’
means the Employee Retirement Income Security
Act of 1974 [Pub. L. 93-406; see Short Title note under
section 1001 of Title 29, Liabor].

““(3) 2006 AcT.—The term ‘2006 Act’ means the Pen-
sion Protection Act of 2006 [Pub. L. 109-280; see Short
Title of 2006 Amendment note under section 1001 of
Title 29, Labor].”

§73. Services of child

(a) Treatment of amounts received

Amounts received in respect of the services of
a child shall be included in his gross income and
not in the gross income of the parent, even
though such amounts are not received by the
child.

(b) Treatment of expenditures

All expenditures by the parent or the child at-
tributable to amounts which are includible in
the gross income of the child (and not of the
parent) solely by reason of subsection (a) shall
be treated as paid or incurred by the child.
(c) Parent defined

For purposes of this section, the term ‘‘par-
ent”’ includes an individual who is entitled to
the services of a child by reason of having paren-
tal rights and duties in respect of the child.
(d) Cross reference

For assessment of tax against parent in certain
cases, see section 6201(c).

(Aug. 16, 1954, ch. 736, 68A Stat. 24.)

§ 74. Prizes and awards

(a) General rule

Except as otherwise provided in this section or
in section 117 (relating to qualified scholar-
ships), gross income includes amounts received
as prizes and awards.
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(b) Exception for certain prizes and awards
transferred to charities

Gross income does not include amounts re-
ceived as prizes and awards made primarily in
recognition of religious, charitable, scientific,
educational, artistic, literary, or civic achieve-
ment, but only if—

(1) the recipient was selected without any
action on his part to enter the contest or pro-
ceeding;

(2) the recipient is not required to render
substantial future services as a condition to
receiving the prize or award; and

(3) the prize or award is transferred by the
payor to a governmental unit or organization
described in paragraph (1) or (2) of section
170(c) pursuant to a designation made by the
recipient.

(c) Exception for certain employee achievement
awards

(1) In general

Gross income shall not include the value of
an employee achievement award (as defined in
section 274(j)) received by the taxpayer if the
cost to the employer of the employee achieve-
ment award does not exceed the amount allow-
able as a deduction to the employer for the
cost of the employee achievement award.

(2) Excess deduction award

If the cost to the employer of the employee
achievement award received by the taxpayer
exceeds the amount allowable as a deduction
to the employer, then gross income includes
the greater of—

(A) an amount equal to the portion of the
cost to the employer of the award that is not
allowable as a deduction to the employer
(but not in excess of the value of the award),
or

(B) the amount by which the value of the
award exceeds the amount allowable as a de-
duction to the employer.

The remaining portion of the value of such
award shall not be included in the gross in-
come of the recipient.

(3) Treatment of tax-exempt employers

In the case of an employer exempt from tax-
ation under this subtitle, any reference in this
subsection to the amount allowable as a de-
duction to the employer shall be treated as a
reference to the amount which would be allow-
able as a deduction to the employer if the em-
ployer were not exempt from taxation under
this subtitle.

(4) Cross reference

For provisions excluding certain de minimis
fringes from gross income, see section 132(e).

(Aug. 16, 1954, ch. 736, 68A Stat. 24; Pub. L. 99-514,
title I, §§122(a)(1), 123(b)(1), Oct. 22, 1986, 100
Stat. 2109, 2118.)

AMENDMENTS

1986—Subsec. (a). Pub. L. 99-514, §123(b)(1), which di-
rected that subsec. (a) be amended by substituting ‘‘(re-
lating to qualified scholarships)’” for ‘‘(relating to
scholarship and fellowship grants)’’, was executed by
making the substitution for ‘‘(relating to scholarships
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and fellowship grants)’’ to reflect the probable intent of
Congress.

Pub. L. 99-514, §122(a)(1)(A), substituted ‘‘Except as
otherwise provided in this section or’ for ‘‘Except as
provided in subsection (b) and”’.

Subsec. (b). Pub. L. 99-514, §122(a)(1)(B), (C), inserted
“for certain prizes and awards transferred to charities”
in heading and added par. (3).

Subsec. (¢). Pub. L. 99-514, §122(a)(1)(D), added subsec.
(c).

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by section 122(a)(1) of Pub. L. 99-514 ap-
plicable to prizes and awards granted after Dec. 31, 1986,
see section 151(c) of Pub. L. 99-514, set out as a note
under section 1 of this title.

Amendment by section 123(b)(1) of Pub. L. 99-514 ap-
plicable to taxable years beginning after Dec. 31, 1986,
but only in the case of scholarships and fellowships
granted after Aug. 16, 1986, see section 151(d) of Pub. L.
99-514, set out as a note under section 1 of this title.

APPLICABILITY OF CERTAIN AMENDMENTS BY PUBLIC
LAW 99-514 IN RELATION TO TREATY OBLIGATIONS OF
UNITED STATES

For nonapplication of amendment by section 123(b)(1)
of Pub. L. 99-514 to the extent application of such
amendment would be contrary to any treaty obligation
of the United States in effect on Oct. 22, 1986, see sec-
tion 1012(aa)(3) of Pub. L. 100-647, set out as a note
under section 861 of this title.

§75. Dealers in tax-exempt securities
(a) Adjustment for bond premium

In computing the gross income of a taxpayer
who holds during the taxable year a short-term
municipal bond (as defined in subsection (b)(1)
primarily for sale to customers in the ordinary
course of his trade or business—

(1) if the gross income of the taxpayer from
such trade or business is computed by the use
of inventories and his inventories are valued
on any basis other than cost, the cost of secu-
rities sold (as defined in subsection (b)(2) dur-
ing such year shall be reduced by an amount
equal to the amortizable bond premium which
would be disallowed as a deduction for such
year by section 171(a)(2) (relating to deduction
for amortizable bond premium) if the defini-
tion in section 171(d) of the term ‘‘bond” did
not exclude such municipal bond; or

(2) if the gross income of the taxpayer from
such trade or business is computed without
the use of inventories, or by use of inventories
valued at cost, and the municipal bond is sold
or otherwise disposed of during such year, the
adjusted basis (computed without regard to
this paragraph) of the municipal bond shall be
reduced by the amount of the adjustment
which would be required under section
1016(a)(5) (relating to adjustment to basis for
amortizable bond premium) if the definition in
section 171(d) of the term ‘‘bond” did not ex-
clude such municipal bond.

Notwithstanding the provisions of paragraph (1),
no reduction to the cost of securities sold during
the taxable year shall be made in respect of any
obligation described in subsection (b)(1)(A)(i)
which is held by the taxpayer at the close of the
taxable year; but in the taxable year in which
any such obligation is sold or otherwise disposed
of, if such obligation is a municipal bond (as de-
fined in subsection (b)(1)), the cost of securities
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sold during such year shall be reduced by an
amount equal to the adjustment described in
paragraph (2), without regard to the fact that
the taxpayer values his inventories on any basis
other than cost.
(b) Definitions

For purposes of subsection (a)—

(1) The term ‘“‘municipal bond” means any
obligation issued by a government or political
subdivision thereof if the interest on such ob-
ligation is excludable from gross income; but
such term does not include such an obligation
if—

(A)() it is sold or otherwise disposed of by
the taxpayer within 30 days after the date of
its acquisition by him, or

(ii) its earliest maturity or call date is a
date more than 5 years from the date on
which it was acquired by the taxpayer; and

(B) when it is sold or otherwise disposed of
by the taxpayer—

(i) in the case of a sale, the amount real-
ized, or

(ii) in the case of any other disposition,
its fair market value at the time of such
disposition,

is higher than its adjusted basis (computed
without regard to this section and section
1016(a)(6)).

Determinations under subparagraph (B) shall
be exclusive of interest.

(2) The term ‘‘cost of securities sold”’ means
the amount ascertained by subtracting the in-
ventory value of the closing inventory of a
taxable year from the sum of—

(A) the inventory value of the opening in-
ventory for such year, and

(B) the cost of securities and other prop-
erty purchased during such year which
would properly be included in the inventory
of the taxpayer if on hand at the close of the
taxable year.

(Aug. 16, 1954, ch. 736, 68A Stat. 25; Pub. L. 85-866,
title I, §2(a), Sept. 2, 1958, 72 Stat. 1606.)

AMENDMENTS

1958—Subsec. (a). Pub. L. 85-866, §2(a)(2), (3), struck
out ‘‘short-term’ each place it appeared, and inserted
sentence to provide that no reduction to cost of securi-
ties sold during taxable year shall be made in respect
of subsec. (b)(1)(A)(ii) obligations held at close of year,
and to permit reduction in cost of securities sold in
taxable year sold if obligation is municipal bond.

Subsec. (b)(1). Pub. L. 85-866, §2(a)(1), substituted
“municipal bond’ for ‘‘short-term municipal bond”’,
designated former subpars. (A) and (B) as (A)(i) and (ii),
respectively, and added subpar. (B).

EFFECTIVE DATE OF 1958 AMENDMENT

Section 2(c) of Pub. L. 85-866 provided that: ‘“The
amendments made by subsections (a) and (b) [amending
this section and section 1016 of this title] shall apply
with respect to taxable years ending after December 31,
1957, but only with respect to obligations acquired after
such date.”

[§76. Repealed. Pub. L. 94-455, title XIX,
§1901(a)(14), Oct. 4, 1976, 90 Stat. 1765]

Section, act Aug. 16, 1954, ch. 736, 68A Stat. 25, related
to inclusion in gross of all income derived from mort-
gages made, or obligations issued, by a joint-stock land
bank.
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§77. Commodity credit loans
(a) Election to include loans in income

Amounts received as loans from the Commod-
ity Credit Corporation shall, at the election of
the taxpayer, be considered as income and shall
be included in gross income for the taxable year
in which received.

(b) Effect of election on adjustments for subse-
quent years

If a taxpayer exercises the election provided
for in subsection (a) for any taxable year, then
the method of computing income so adopted
shall be adhered to with respect to all subse-
quent taxable years unless with the approval of
the Secretary a change to a different method is
authorized.

(Aug. 16, 1954, ch. 736, 68A Stat. 25; Pub. L. 94-455,
title XIX, §1906(b)(13)(A), Oct. 4, 1976, 90 Stat.
1834.)

AMENDMENTS

1976—Subsec. (b). Pub. L. 94-455 struck out ‘“‘or his
delegate’ after ‘‘Secretary’’.

§78. Dividends received from certain foreign cor-
porations by domestic corporations choosing
foreign tax credit

If a domestic corporation chooses to have the
benefits of subpart A of part III of subchapter N
(relating to foreign tax credit) for any taxable
year, an amount equal to the taxes deemed to be
paid by such corporation under section 902(a)
(relating to credit for corporate stockholder in
foreign corporation) or under section 960(a)(1)
(relating to taxes paid by foreign corporation)
for such taxable year shall be treated for pur-
poses of this title (other than section 245) as a
dividend received by such domestic corporation
from the foreign corporation.

(Added Pub. L. 87-834, §9(b), Oct. 16, 1962, 76 Stat.
1001; amended Pub. L. 94-455, title X, §1033(b)(1),
Oct. 4, 1976, 90 Stat. 1628.)

AMENDMENTS

1976—Pub. L. 94-455 substituted ‘‘section 902(a)’’ for
“section 902(a)(1)”’ and ‘‘section 960(a)(1)”’ for ‘‘section
960(a)(1)(C)”’.

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by Pub. L. 94-455 applicable on different
dates depending on the date the distributions were re-
ceived, see section 1033(c) of Pub. L. 94-455, set out as
a note under section 902 of this title.

EFFECTIVE DATE

Section applicable in respect of any distribution re-
ceived by a domestic corporation after Dec. 31, 1964, and
in respect of any distribution received by a domestic
corporation before Jan. 1, 1965, in a taxable year of such
corporation beginning after Dec. 31, 1962, but only to
the extent that such distribution is made out of the ac-
cumulated profits of a foreign corporation for a taxable
year (of such foreign corporation) beginning after Dec.
31, 1962, see section 9(e) of Pub. L. 87-834, set out as an
Effective Date of 1962 Amendment note under section
902 of this title.

§79. Group-term life insurance purchased for
employees
(a) General rule

There shall be included in the gross income of
an employee for the taxable year an amount
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equal to the cost of group-term life insurance on
his life provided for part or all of such year
under a policy (or policies) carried directly or
indirectly by his employer (or employers); but
only to the extent that such cost exceeds the
sum of—
(1) the cost of $50,000 of such insurance, and
(2) the amount (if any) paid by the employee
toward the purchase of such insurance.
(b) Exceptions

Subsection (a) shall not apply to—

(1) the cost of group-term life insurance on
the life of an individual which is provided
under a policy carried directly or indirectly by
an employer after such individual has termi-
nated his employment with such employer and
is disabled (within the meaning of section
72(m)(7)),

(2) the cost of any portion of the group-term
life insurance on the life of an employee pro-
vided during part or all of the taxable year of
the employee under which—

(A) the employer is directly or indirectly
the beneficiary, or

(B) a person described in section 170(c) is
the sole beneficiary,

for the entire period during such taxable year
for which the employee receives such insur-
ance, and
(3) the cost of any group-term life insurance
which is provided under a contract to which
section 72(m)(3) applies.
(c) Determination of cost of insurance

For purposes of this section and section 6052,
the cost of group-term insurance on the life of
an employee provided during any period shall be
determined on the basis of uniform premiums
(computed on the basis of 5-year age brackets)
prescribed by regulations by the Secretary.

(d) Nondiscrimination requirements

(1) In general

In the case of a discriminatory group-term
life insurance plan—
(A) subsection (a)(1) shall not apply with
respect to any key employee, and
(B) the cost of group-term life insurance
on the life of any key employee shall be the
greater of—
(i) such cost determined without regard
to subsection (c), or
(ii) such cost determined with regard to
subsection (c).
(2) Discriminatory group-term life insurance
plan

For purposes of this subsection, the term
“‘discriminatory group-term life insurance
plan’ means any plan of an employer for pro-
viding group-term life insurance unless—

(A) the plan does not discriminate in favor
of key employees as to eligibility to partici-
pate, and

(B) the type and amount of benefits avail-
able under the plan do not discriminate in
favor of participants who are key employees.

(3) Nondiscriminatory eligibility classification

(A) In general

A plan does not meet requirements of sub-
paragraph (A) of paragraph (2) unless—
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(i) such plan benefits 70 percent or more
of all employees of the employer,

(ii) at least 85 percent of all employees
who are participants under the plan are
not key employees,

(iii) such plan benefits such employees as
qualify under a classification set up by the
employer and found by the Secretary not
to be discriminatory in favor of key em-
ployees, or

(iv) in the case of a plan which is part of
a cafeteria plan, the requirements of sec-
tion 125 are met.

(B) Exclusion of certain employees

For purposes of subparagraph (A), there
may be excluded from consideration—

(i) employees who have not completed 3
years of service;

(ii) part-time or seasonal employees;

(iii) employees not included in the plan
who are included in a unit of employees
covered by an agreement between em-
ployee representatives and one or more
employers which the Secretary finds to be
a collective bargaining agreement, if the
benefits provided under the plan were the
subject of good faith bargaining between
such employee representatives and such
employer or employers; and

(iv) employees who are mnonresident
aliens and who receive no earned income
(within the meaning of section 911(d)(2))
from the employer which constitutes in-
come from sources within the TUnited
States (within the meaning of section
861(a)(3)).

(4) Nondiscriminatory benefits

A plan does not meet the requirements of
paragraph (2)(B) unless all benefits available
to participants who are key employees are
available to all other participants.

(5) Special rule

A plan shall not fail to meet the require-
ments of paragraph (2)(B) merely because the
amount of life insurance on behalf of the em-
ployees under the plan bears a uniform rela-
tionship to the total compensation or the
basic or regular rate of compensation of such
employees.

(6) Key employee defined

For purposes of this subsection, the term
‘“‘key employee” has the meaning given to
such term by paragraph (1) of section 416(i).
Such term also includes any former employee
if such employee when he retired or separated
from service was a key employee.

(7) Exemption for church plans

(A) In general

This subsection shall not apply to a church
plan maintained for church employees.
(B) Definitions

For purposes of subparagraph (A), the
terms ‘‘church plan’ and ‘‘church employee”’
have the meaning given such terms by para-
graphs (1) and (3)(B) of section 414(e), respec-
tively, except that—

(i) section 414(e) shall be applied by sub-
stituting ‘‘section 501(c)(3)”’ for ‘‘section
501"’ each place it appears, and
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(ii) the term ‘‘church employee’ shall
not include an employee of—

(I) an organization described in section
170(b)(1)(A)(ii) above the secondary
school level (other than a school for reli-
gious training),

(IT) an organization described in sec-
tion 170(b)(1)(A)(iii), and

(ITI) an organization described in sec-
tion 501(c)(3), the basis of the exemption
for which is substantially similar to the
basis for exemption of an organization
described in subclause (II).

(8) Treatment of former employees

To the extent provided in regulations, this
subsection shall be applied separately with re-
spect to former employees.

(e) Employee includes former employee

For purposes of this section, the term ‘‘em-
ployee” includes a former employee.

(Added Pub. L. 88-272, title II, §204(a)(1), Feb. 26,
1964, 78 Stat. 36; amended Pub. L. 89-97, title I,
§106(d)(3), July 30, 1965, 79 Stat. 337; Pub. L.
94-455, title XIX, §1906(b)(13)(A), Oct. 4, 1976, 90
Stat. 1834; Pub. L. 97-248, title II, §244(a), Sept.
3, 1982, 96 Stat. 523; Pub. L. 98-369, div. A, title
11, §223(a), (b), July 18, 1984, 98 Stat. 775; Pub. L.
99-514, title XI, §11561(c)(1), title XVIII,
§1827(a)(1), (c), (d), Oct. 22, 1986, 100 Stat. 2503,
2850, 2851; Pub. L. 100-647, title V, §5013(a), Nov.
10, 1988, 102 Stat. 3666; Pub. L. 101-140, title II,
§203(a)(1), (b)(1)(A), Nov. 8, 1989, 103 Stat. 830, 831;
Pub. L. 101-508, title XI, §11703(e)(1), Nov. 5, 1990,
104 Stat. 1388-517.)

AMENDMENTS

1990—Subsec. (d)(6). Pub. L. 101-508 substituted ‘‘any
former employee’’ for ‘‘any retired employee’’.

1989—Subsec. (d). Pub. L. 101-140, §203(a)(1), amended
subsec. (d) to read as if amendments by Pub. L. 99-514,
§1151(c)(1), had not been enacted, see 1986 Amendment
note below.

Subsec. (d)(7). Pub. L. 101-140, §203(b)(1)(A), amended
par. (7) generally. Prior to amendment, par. (7) read as
follows: ‘“All employees who are treated as employed
by a single employer under subsection (b), (¢), or (m) of
section 414 shall be treated as employed by a single em-
ployer for purposes of this section.”

1988—Subsec. (¢). Pub. L. 100-647 struck out at end
“In the case of an employee who has attained age 64,
the cost prescribed shall not exceed the cost with re-
spect to such individual if he were age 63.”’

1986—Subsec. (d). Pub. L. 99-514, §1151(c)(1), amended
subsec. (d) generally, substituting ‘“In the case of a
group-term life insurance plan which is a discrimina-
tory employee benefit plan, subsection (a)(1) shall
apply only to the extent provided in section 89.” for
provisions formerly designated as pars. (1)(A) and (B)
that in the case of a discriminatory group-term life in-
surance plan subsec. (a)(1) shall not apply with respect
to any key employee and the cost of group-term life in-
surance on the life of any key employee shall be deter-
mined without regard to subsec. (¢), and striking out
pars. (2) to (7) relating to classifications and eligibility
classifications of nondiscriminatory plans.

Subsec. (d)(1)(B). Pub. L. 99-514, §1827(a)(1), amended
subpar. (B) generally. Prior to amendment, subpar. (B)
read as follows: ‘“‘the cost of group-term life insurance
on the life of any key employee shall be determined
without regard to subsection (c).”

Subsec. (d)(6). Pub. L. 99-514, §1827(c), struck out
‘¢, except that subparagraph (A)(iv) of such paragraph
shall be applied by not taking into account employees
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described in paragraph (3)(B) who are not participants
in the plan” from first sentence and inserted provision
that such term also includes any retired employee if
such employee when he retired or separated from serv-
ice was a key employee.

Subsec. (d)(8). Pub. L. 99-514, §1827(d), added par. (8).

1984—Subsec. (b)(1). Pub. L. 98-369, §223(a)(2), struck
out ‘‘either has reached the retirement age with re-
spect to such employer or’’ before ‘‘is disabled’.

Subsec. (d)(1). Pub. L. 98-369, §223(b), designated ex-
isting provisions as subpar. (A) and added subpar. (B).

Subsec. (e). Pub. L. 98-369, §223(a)(1), added subsec.
(e).

1982—Subsec. (d). Pub. L. 97-248 added subsec. (d).

1976—Subsec. (c). Pub. L. 94-455 struck out ‘‘or his
delegate’ after ‘‘Secretary’.

1965—Subsec. (b)(1). Pub. L. 89-97 substituted ‘‘section
T2(m)(7)” for ‘‘paragraph (3) of section 213(g), deter-
mined without regard to paragraph (4) thereof”.

EFFECTIVE DATE OF 1990 AMENDMENT

Section 11703(e)(2) of Pub. L. 101-508 provided that:
“The amendment made by paragraph (1) [amending this
section] shall apply to employees separating from serv-
ice after the date of the enactment of this Act [Nov. 5,
1990].”

EFFECTIVE DATE OF 1989 AMENDMENT

Section 203(c) of Pub. L. 101-140 provided that: ‘““The
amendments made by this section [amending this sec-
tion and sections 105, 117, 120, 125, 127, 129, 132, 162, 401,
414, 505, 3121, 3231, 3306, 3401, 4976, and 6652 of this title,
section 409 of title 42, The Public Health and Welfare,
and provisions set out as notes under sections 89 and
3121 of this title] shall take effect as if included in sec-
tion 1151 of the Tax Reform Act of 1986 [Pub. L. 99-514,
see section 1151(k) set out below].”

EFFECTIVE DATE OF 1988 AMENDMENT

Section 5013(b) of Pub. L. 100-647 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to taxable years beginning after De-
cember 31, 1988.”°

EFFECTIVE DATE OF 1986 AMENDMENT

Section 11561(k) of Pub. L. 99-514, as amended by Pub.
L. 100-647, title I, §1011B(a)(25), (26), Nov. 10, 1988, 102
Stat. 3486, provided that:

‘(1) IN GENERAL.—The amendments made by this sec-
tion [enacting section 89 of this title and amending this
section and sections 105, 106, 117, 120, 125, 127, 129, 132,
414, 505, 6039D, and 6652 of this title] shall apply to
years beginning after the later of—

‘“(A) December 31, 1987, or
‘“(B) the earlier of—

‘(i) the date which is 3 months after the date on
which the Secretary of the Treasury or his delegate
issues such regulations as are necessary to carry
out the provisions of section 89 of the Internal Rev-
enue Code of 1986 (as added by this section), or

‘“(ii) December 31, 1988.

Notwithstanding the preceding sentence, the amend-
ments made by subsections (e)(1) and (i)(3)(C) [amend-
ing section 414 of this title] shall, to the extent they re-
late to sections 106, 162(i)(2), and 162(k) of the Internal
Revenue Code of 1986, apply to years beginning after
1986.

¢‘(2) SPECIAL RULE FOR COLLECTIVE BARGAINING PLAN.—
In the case of a plan maintained pursuant to 1 or more
collective bargaining agreements between employee
representatives and 1 or more employers ratified before
March 1, 1986, the amendments made by this section
[enacting section 89 of this title and amending this sec-
tion and sections 105, 106, 117, 120, 125, 127, 129, 132, 414,
505, 6039D, and 6652 of this title] shall not apply to em-
ployees covered by such an agreement in years begin-
ning before the earlier of—

‘“(A) the date on which the last of such collective
bargaining agreements terminates (determined with-
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out regard to any extension thereof after February
28, 1986), or
“(B) January 1, 1991.

A plan shall not be required to take into account em-
ployees to which the preceding sentence applies for
purposes of applying section 89 of the Internal Revenue
Code of 1986 (as added by this section) to employees to
which the preceding sentence does not apply for any
year preceding the year described in the preceding sen-
tence.

¢(3) EXCEPTION FOR CERTAIN GROUP-TERM INSURANCE
PLANS.—In the case of a plan described in section
223(d)(2) of the Tax Reform Act of 1984 [section 232(d)(2)
of Pub. L. 98-369, set out as an Effective Date of 1984
Amendment note below], such plan shall be treated as
meeting the requirements of section 89 of the Internal
Revenue Code of 1986 (as added by this section) with re-
spect to individuals described in section 223(d)(2) of
such Act. An employer may elect to disregard such in-
dividuals in applying section 89 of such Code (as so
added) to other employees of the employer.

‘‘(4) SPECIAL RULE FOR CHURCH PLANS.—In the case of
a church plan (within the meaning of section 414(e)(3) of
the Internal Revenue Code of 1986) maintaining an in-
sured accident and health plan, the amendments made
by this section [enacting section 89 of this title and
amending this section and sections 105, 106, 117, 120, 125,
127, 129, 132, 414, 505, 6039D, and 6652 of this title] shall
apply to years beginning after December 31, 1988.

‘“(5) CAFETERIA PLANS.—The amendments made by
subsection (d)(2) [amending sections 3121 and 3306 of
this title and section 409 of Title 42, The Public Health
and Welfare] shall apply to taxable years beginning
after December 31, 1983.

¢“(6) CERTAIN PLANS MAINTAINED BY EDUCATIONAL INSTI-
TUTIONS.—If an educational organization described in
section 170(b)(1)(A)(ii) of the Internal Revenue Code of
1986 makes an election under this paragraph with re-
spect to a plan described in section 125(c)(2)(C) of such
Code, the amendments made by this section shall apply
with respect to such plan for plan years beginning after
the date of the enactment of this Act [Oct. 22, 1986].”

Section 1827(a)(2) of Pub. L. 99-514 provided that:
““The amendment made by paragraph (1) [amending this
section] shall apply to taxable years ending after the
date of the enactment of this Act [Oct. 22, 1986].”

Amendment by section 1827(c), (d) of Pub. L. 99-514 ef-
fective, except as otherwise provided, as if included in
the provisions of the Tax Reform Act of 1984, Pub. L.
98-369, div. A, to which such amendment relates, see
section 1881 of Pub. L. 99-514, set out as a note under
section 48 of this title.

EFFECTIVE DATE OF 1984 AMENDMENT

Section 223(d) of Pub. L. 98-369, as amended by Pub.
L. 99-514, §2, title XVIII, §1827(b), Oct. 22, 1986, 100 Stat.
2095, 2850, provided that:

‘(1) IN GENERAL.—Except as provided in paragraph (2),
the amendments made by this section [amending this
section and section 83 of this title] shall apply to tax-
able years beginning after December 31, 1983.

¢(2) INCLUSION OF FORMER EMPLOYEES IN THE CASE OF
EXISTING GROUP-TERM INSURANCE PLANS.—

‘“(A) IN GENERAL.—The amendments made by sub-
section (a) [amending this section] shall not apply—
‘(i) to any group-term life insurance plan of the
employer in existence on January 1, 1984, or
‘‘(ii) to any group-term life insurance plan of the
employer (or a successor employer) which is a com-
parable successor to a plan described in clause (i),
but only with respect to an individual who attained
age 55 on or before January 1, 1984, and was employed
by such employer (or a predecessor employer) at any
time during 1983. Such amendments also shall not
apply to any employee who retired from employment
on or before January 1, 1984, and who, when he re-
tired, was covered by the plan (or a predecessor plan).
‘(B) SPECIAL RULE IN THE CASE OF DISCRIMINATORY

GROUP-TERM LIFE INSURANCE PLAN.—In the case of any

plan which, after December 31, 1986, is a discrimina-
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tory group-term life insurance plan (as defined in sec-
tion 79(d) of the Internal Revenue Code of 1986 [for-
merly IL.R.C. 1954]), subparagraph (A) shall not apply
in the case of any individual retiring under such plan
after December 31, 1986.

¢(C) BENEFITS TO CERTAIN RETIRED INDIVIDUALS NOT
TAKEN INTO ACCOUNT FOR PURPOSES OF DETERMINING
WHETHER PLAN IS DISCRIMINATORY.—For purposes of
determining whether a plan described in subpara-
graph (A) meets the requirements of section 79(d) of
the Internal Revenue Code of 1986 with respect to
group-term life insurance for former employees, cov-
erage provided to employees who retired on or before
December 31, 1986, may, at the employer’s election, be
disregarded.

‘(D) COMPARABLE SUCCESSOR PLANS.—For purposes
of subparagraph (A), a plan shall not fail to be treat-
ed as a comparable successor to a plan described in
subparagraph (A)(i) with respect to any employee
whose benefits do not increase under the successor
plan.”

EFFECTIVE DATE OF 1982 AMENDMENT

Section 244(b) of Pub. L. 97-248 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to taxable years beginning after De-
cember 31, 1983.”"

EFFECTIVE DATE OF 1965 AMENDMENT

Amendment by Pub. L. 89-97 applicable to taxable
years beginning after Dec. 31, 1966, see section 106(e) of
Pub. L. 89-97, set out as a note under section 213 of this
title.

EFFECTIVE DATE

Section 204(d) of Pub. L. 88-272, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:
“The amendments made by subsections (a) [amending
this section and section 7701 of this title] and (c)
[amending sections 6052 and 6678 of this title] and para-
graph (3) of section 6652(a) of the Internal Revenue Code
of 1986 [formerly I.R.C. 1954] (as amended by section
221(b)(2) of this Act), shall apply with respect to group-
term life insurance provided after December 31, 1963, in
taxable years ending after such date. The amendments
made by subsection (b) [amending section 3401 of this
title] shall apply with respect to remuneration paid
after December 31, 1963, in the form of group-term life
insurance provided after such date. In applying section
79(b) of the Internal Revenue Code of 1986 (as added by
subsection (a)(1) of this section) to a taxable year be-
ginning before May 1, 1964, if paragraph (2)(B) of such
section applies with respect to an employee for the pe-
riod beginning May 1, 1964, and ending with the close of
his first taxable year ending after April 30, 1964, such
paragraph (2)(B) shall be treated as applying with re-
spect to such employee for the period beginning Janu-
ary 1, 1964, and ending April 30, 1964.”

NONENFORCEMENT OF AMENDMENT MADE BY SECTION
1151 oF PUB. L. 99-514 FOR FISCAL YEAR 1990

No monies appropriated by Pub. L. 101-136 to be used
to implement or enforce section 1151 of Pub. L. 99-514
or the amendments made by such section, see section
528 of Pub. L. 101-136, set out as a note under section 89
of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.
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§ 80. Restoration of value of certain securities
(a) General rule

In the case of a domestic corporation subject
to the tax imposed by section 11 or 801, if the
value of any security (as defined in section

165(2)(2))—
(1) which became worthless by reason of the

expropriation, intervention, seizure, or similar
taking by the government of any foreign coun-
try, any political subdivision thereof, or any
agency or instrumentality of the foregoing of
property to which such security was related,
and

(2) which was taken into account as a loss
from the sale or exchange of a capital asset or
with respect to which a deduction for a loss
was allowed under section 165,

is restored in whole or in part during any tax-
able year by reason of any recovery of money or
other property in respect of the property to
which such security was related, the value so re-
stored (to the extent that, when added to the
value so restored during prior taxable years, it
does not exceed the amount of the loss described
in paragraph (2)) shall, except as provided in
subsection (b), be included in gross income for
the taxable year in which such restoration oc-
curs.

(b) Reduction for failure to receive tax benefit

The amount otherwise includible in gross in-
come under subsection (a) in respect of any se-
curity shall be reduced by an amount equal to
the amount (if any) of the loss described in sub-
section (a)(2) which did not result in a reduction
of the taxpayer’s tax under this subtitle for any
taxable year, determined under regulations pre-
scribed by the Secretary.

(c) Character of income

For purposes of this subtitle—

(1) Except as provided in paragraph (2), the
amount included in gross income under this
section shall be treated as ordinary income.

(2) If the loss described in subsection (a)(2)
was taken into account as a loss from the sale
or exchange of a capital asset, the amount in-
cluded in gross income under this section shall
be treated as long-term capital gain.

(d) Treatment under foreign expropriation loss
recovery provisions

This section shall not apply to any recovery of
a foreign expropriation loss to which section
1351 applies.

(Added Pub. L. 89-384, §1(b)(1), Apr. 8, 1966, 80

Stat. 101, amended Pub. L. 94-455, title XIX,
§§1901(b)(3)(K), 1906(b)(13)(A), Oct. 4, 1976, 90 Stat.

1793, 1834; Pub. L. 98-369, div. A, title II,
§211(b)(2), July 18, 1984, 98 Stat. 754.)
AMENDMENTS

1984—Subsec. (a). Pub. L. 98-369 substituted ‘801"’ for
€802,

1976—Subsec. (b). Pub. L. 94-455, §1906(b)(13)(A),
struck out ‘‘or his delegate’ after ‘‘Secretary’’.

Subsec. (c)(1). Pub. L. 94-455, §1901(b)(3)(K), sub-
stituted ‘‘ordinary income’ for ‘‘gain from the sale or
exchange of property which is neither a capital asset
nor property described in section 1231”°.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by Pub. L. 98-369 applicable to taxable
years beginning after Dec. 31, 1983, see section 215 of
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Pub. L. 98-369, set out as an Effective Date note under
section 801 of this title.

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by section 1901(b)(3)(K) of Pub. L. 94-455
applicable with respect to taxable years beginning after
Dec. 31, 1976, see section 1901(d) of Pub. L. 94-455, set
out as a note under section 2 of this title.

EFFECTIVE DATE

Section 1(b)(3) of Pub. L. 89-384, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:
“The amendments made by this subsection [enacting
this section] shall apply to taxable years beginning
after December 31, 1965, but only with respect to losses
described in section 80(a)(2) of the Internal Revenue
Code of 1986 [formerly I.R.C. 1954] (as added by para-
graph (1) of this subsection) which were sustained after
December 31, 1958.”

[§81. Repealed. Pub. L. 100-203, title X,
§10201(b)(1), Dec. 22, 1987, 101 Stat. 1330-387]

Section, added Pub. L. 89-722, §1(b)(1), Nov. 2, 1966, 80
Stat. 1152; amended Pub. L. 93-625, §4(c)(1), Jan. 3, 1975,
88 Stat. 2111; Pub. L. 94-455, title VI, §605(b), Oct. 4,
1976, 90 Stat. 1575; Pub. L. 99-514, title VIII,
§805(c)(1)(A), Oct. 22, 1986, 100 Stat. 2362, included in-
crease in vacation pay suspense account in gross in-
come.

EFFECTIVE DATE OF REPEAL

Repeal applicable to taxable years beginning after
Dec. 31, 1987, see section 10201(c)(1) of Pub. L. 100-203,
set out as an Effective Date of 1987 Amendment note
under section 404 of this title.

§ 82. Reimbursement for expenses of moving

Except as provided in section 132(a)(6), there
shall be included in gross income (as compensa-
tion for services) any amount received or ac-
crued, directly or indirectly, by an individual as
a payment for or reimbursement of expenses of
moving from one residence to another residence
which is attributable to employment or self-em-
ployment.

(Added Pub. L. 91-172, title II, §231(b), Dec. 30,
1969, 83 Stat. 579; amended Pub. L. 103-66, title
XIII, §13213(d)(3)(A), Aug. 10, 1993, 107 Stat. 474.)

AMENDMENTS

1993—Pub. L. 103-66 substituted ‘‘Except as provided
in section 132(a)(6), there shall’’ for ‘‘There shall’.

EFFECTIVE DATE OF 1993 AMENDMENT

Amendment by Pub. L. 103-66 applicable to reim-
bursements or other payments in respect of expenses
incurred after Dec. 31, 1993, see section 13213(e) of Pub.
L. 103-66, set out as a note under section 62 of this title.

EFFECTIVE DATE

Section applicable to taxable years beginning after
December 31, 1969, except that it does not apply to mov-
ing expenses paid or incurred before July 1, 1970, in con-
nection with the commencement of work by the tax-
payer as an employee at a new principal place of work
of which the taxpayer had been notified by his em-
ployer on or before December 19, 1969, see section 231(d)
of Pub. L. 91-172, set out as an Effective Date of 1969
Amendment note under section 217 of this title.

MOVING EXPENSES OF MEMBERS OF THE UNIFORMED
SERVICES

Withholding, reporting, inclusion within adjusted
gross income, and deduction for reimbursement for
moving expenses of members of the uniformed services,
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see section 2 of Pub. L. 93-490, Oct. 26, 1974, 88 Stat. 1466,
set out as a note under section 217 of this title.

§83. Property transferred in connection with
performance of services

(a) General rule

If, in connection with the performance of serv-
ices, property is transferred to any person other
than the person for whom such services are per-
formed, the excess of—

(1) the fair market value of such property
(determined without regard to any restriction
other than a restriction which by its terms
will never lapse) at the first time the rights of
the person having the beneficial interest in
such property are transferable or are not sub-
ject to a substantial risk of forfeiture, which-
ever occurs earlier, over

(2) the amount (if any) paid for such prop-
erty, shall be included in the gross income of
the person who performed such services in the
first taxable year in which the rights of the
person having the beneficial interest in such
property are transferable or are not subject to
a substantial risk of forfeiture, whichever is
applicable. The preceding sentence shall not
apply if such person sells or otherwise disposes
of such property in an arm’s length trans-
action before his rights in such property be-
come transferable or not subject to a substan-
tial risk of forfeiture.

(b) Election to include in gross income in year of
transfer

(1) In general

Any person who performs services in connec-
tion with which property is transferred to any
person may elect to include in his gross in-
come for the taxable year in which such prop-
erty is transferred, the excess of—

(A) the fair market value of such property
at the time of transfer (determined without
regard to any restriction other than a re-
striction which by its terms will never
lapse), over

(B) the amount (if any) paid for such prop-
erty.

If such election is made, subsection (a) shall
not apply with respect to the transfer of such
property, and if such property is subsequently
forfeited, no deduction shall be allowed in re-
spect of such forfeiture.

(2) Election

An election under paragraph (1) with respect
to any transfer of property shall be made in
such manner as the Secretary prescribes and
shall be made not later than 30 days after the
date of such transfer. Such election may not
be revoked except with the consent of the Sec-
retary.

(c) Special rules

For purposes of this section—
(1) Substantial risk of forfeiture

The rights of a person in property are sub-
ject to a substantial risk of forfeiture if such
person’s rights to full enjoyment of such prop-
erty are conditioned upon the future perform-
ance of substantial services by any individual.
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(2) Transferability of property

The rights of a person in property are trans-
ferable only if the rights in such property of
any transferee are not subject to a substantial
risk of forfeiture.

(3) Sales which may give rise to suit under sec-
tion 16(b) of the Securities Exchange Act of
1934

So long as the sale of property at a profit
could subject a person to suit under section
16(b) of the Securities Exchange Act of 1934,
such person’s rights in such property are—

(A) subject to a substantial risk of forfeit-
ure, and
(B) not transferable.

(4) For purposes of determining an individ-
ual’s basgis in property transferred in connec-
tion with the performance of services, rules
similar to the rules of section 72(w) shall
apply.

(d) Certain restrictions which will never lapse
(1) Valuation

In the case of property subject to a restric-
tion which by its terms will never lapse, and
which allows the transferee to sell such prop-
erty only at a price determined under a for-
mula, the price so determined shall be deemed
to be the fair market value of the property un-
less established to the contrary by the Sec-
retary, and the burden of proof shall be on the
Secretary with respect to such value.

(2) Cancellation

If, in the case of property subject to a re-
striction which by its terms will never lapse,
the restriction is canceled, then, unless the
taxpayer establishes—

(A) that such cancellation was not com-
pensatory, and

(B) that the person, if any, who would be
allowed a deduction if the cancellation were
treated as compensatory, will treat the
transaction as not compensatory, as evi-
denced in such manner as the Secretary
shall prescribe by regulations,

the excess of the fair market value of the
property (computed without regard to the re-
strictions) at the time of cancellation over the
sum of—

(C) the fair market value of such property
(computed by taking the restriction into ac-
count) immediately before the cancellation,
and

(D) the amount, if any, paid for the can-
cellation,

shall be treated as compensation for the tax-
able year in which such cancellation occurs.

(e) Applicability of section

This section shall not apply to—

(1) a transaction to which section 421 ap-
plies,

(2) a transfer to or from a trust described in
section 401(a) or a transfer under an annuity
plan which meets the requirements of section
404(a)(2),

(3) the transfer of an option without a read-
ily ascertainable fair market value,
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(4) the transfer of property pursuant to the
exercise of an option with a readily ascertain-
able fair market value at the date of grant, or

(5) group-term life insurance to which sec-
tion 79 applies.

(f) Holding period

In determining the period for which the tax-
payer has held property to which subsection (a)
applies, there shall be included only the period
beginning at the first time his rights in such
property are transferable or are not subject to a
substantial risk of forfeiture, whichever occurs
earlier.

(g) Certain exchanges

If property to which subsection (a) applies is
exchanged for property subject to restrictions
and conditions substantially similar to those to
which the property given in such exchange was
subject, and if section 354, 355, 356, or 1036 (or so
much of section 1031 as relates to section 1036)
applied to such exchange, or if such exchange
was pursuant to the exercise of a conversion
privilege—

(1) such exchange shall be disregarded for
purposes of subsection (a), and
(2) the property received shall be treated as
property to which subsection (a) applies.
(h) Deduction by employer

In the case of a transfer of property to which
this section applies or a cancellation of a re-
striction described in subsection (d), there shall
be allowed as a deduction under section 162, to
the person for whom were performed the serv-
ices in connection with which such property was
transferred, an amount equal to the amount in-
cluded under subsection (a), (b), or (d)(2) in the
gross income of the person who performed such
services. Such deduction shall be allowed for the
taxable year of such person in which or with
which ends the taxable year in which such
amount is included in the gross income of the
person who performed such services.

(Added Pub. L. 91-172, title III, §321(a), Dec. 30,
1969, 83 Stat. 588; amended Pub. L. 94-455, title
XIX, §§1901(a)(15), 1906(b)(13)(A), Oct. 4, 1976, 90
Stat. 1765, 1834; Pub. L. 97-34, title II, §252(a),
Aug. 13, 1981, 95 Stat. 260; Pub. L. 97-448, title I,
§102(k)(1), Jan. 12, 1983, 96 Stat. 2374; Pub. L.
98-369, div. A, title II, §223(c), July 18, 1984, 98
Stat. 775; Pub. L. 99-514, title XVIII, §1827(e),
Oct. 22, 1986, 100 Stat. 2851; Pub. L. 101-508, title
X1, §11801(a)(5), Nov. 5, 1990, 104 Stat. 1388-520;
Pub. L. 108-357, title VIII, §906(b), Oct. 22, 2004,
118 Stat. 1654.)

REFERENCES IN TEXT

Section 16(b) of the Securities Exchange Act of 1934,
referred to in subsec. (¢)(3), is classified to section
78p(b) of Title 15, Commerce and Trade.

AMENDMENTS

2004—Subsec. (c)(4). Pub. L. 108-357 added par. (4).
1990—Subsec. (i). Pub. L. 101-508 struck out subsec. (i)
“Transition rules’ which read as follows: ‘“This section
shall apply to property transferred after June 30, 1969,
except that this section shall not apply to property
transferred—
‘(1) pursuant to a binding written contract entered
into before April 22, 1969,
‘“(2) upon the exercise of an option granted before
April 22, 1969,
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‘(3) before May 1, 1970, pursuant to a written plan
adopted and approved before July 1, 1969,
‘“(4) before January 1, 1973, upon the exercise of an
option granted pursuant to a binding written con-
tract entered into before April 22, 1969, between a cor-
poration and the transferor requiring the transferor
to grant options to employees of such corporation (or
a subsidiary of such corporation) to purchase a deter-
minable number of shares of stock of such corpora-
tion, but only if the transferee was an employee of
such corporation (or a subsidiary of such corporation)
on or before April 22, 1969, or
‘(5) in exchange for (or pursuant to the exercise of
a conversion privilege contained in) property trans-
ferred before July 1, 1969, or for property to which
this section does not apply (by reason of paragraphs
1), (2), (3), or (4)), if section 354, 355, 356, or 1036 (or
so much of section 1031 as relates to section 1036) ap-
plies, or if gain or loss is not otherwise required to be
recognized upon the exercise of such conversion privi-
lege, and if the property received in such exchange is
subject to restrictions and conditions substantially
similar to those to which the property given in such
exchange was subject.”
1986—Subsec. (e)(5). Pub. L. 99-514 struck out ‘‘the
cost of”’ before ‘‘group-life insurance’’.

1984—Subsec. (e)(5). Pub. L. 98-369 added par. (5).

1983—Subsec. (¢)(3). Pub. L. 97-448 substituted ‘‘Secu-
rities Exchange Act of 1934 for ‘‘Securities and Ex-
change Act of 1934 in heading and text.

1981—Subsec. (¢)(3). Pub. L. 97-34 added par. (3).

1976—Subsec. (b)(2). Pub. L. 94-455, §1901(a)(15), struck
out ‘“‘(or, if later, 30 days after the date of the enact-
ment of the Tax Reform Act of 1969) after ‘‘after the
date of such transfer’’, and §1906(b)(13)(A), ‘‘or his dele-
gate’ after ‘‘Secretary’ wherever appearing.

Subsec. (d)(1), (2)(B). Pub. L. 94-455, §1906(b)(13)(A),
struck out ‘‘or his delegate’ after ‘‘Secretary’’.

EFFECTIVE DATE OF 2004 AMENDMENT

Amendment by Pub. L. 108-357 applicable to distribu-
tions on or after Oct. 22, 2004, see section 906(c) of Pub.
L. 108-357, set out as a note under section 72 of this
title.

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by Pub. L. 99-514 effective, except as
otherwise provided, as if included in the provisions of
the Tax Reform Act of 1984, Pub. L. 98-369, div. A, to
which such amendment relates, see section 1881 of Pub.
L. 99-514, set out as a note under section 48 of this title.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by Pub. L. 98-369 applicable to taxable
years beginning after Dec. 31, 1983, see section 223(d)(1)
of Pub. L. 98-369, set out as a note under section 79 of
this title.

EFFECTIVE DATE OF 1983 AMENDMENT

Amendment by Pub. L. 97448 effective, except as
otherwise provided, as if it had been included in the
provision of the Economic Recovery Tax Act of 1981,
Pub. L. 97-34, to which such amendment relates, see
section 109 of Pub. L. 97-448, set out as a note under sec-
tion 1 of this title.

EFFECTIVE DATE OF 1981 AMENDMENT

Section 252(c) of Pub. L. 97-34, as amended by Pub. L.
97-448, title I, §102(k)(2), 96 Stat. 2374, provided that:
“The amendment made by subsection (a) [amending
this section] and the provisions of subsection (b) [set
out below] shall apply to transfers after December 31,
1981.”

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by section 1901(a)(15) of Pub. L. 94-455 ap-
plicable with respect to taxable years beginning after
Dec. 31, 1976, see section 1901(d) of Pub. L. 94-455, set
out as a note under section 2 of this title.
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EFFECTIVE DATE

Section 321(d) of Pub. L. 91-172 provided that: ‘“The
amendments made by subsections (a) and (¢) [amending
sections 402, 403, and 404 of this title] shall apply to tax-
able years ending after June 30, 1969. The amendments
made by subsection (b) [enacting this section] shall
apply with respect to contributions made and pre-
miums paid after August 1, 1969.”

SAVINGS PROVISION

For provisions that nothing in amendment by Pub. L.
101-508 be construed to affect treatment of certain
transactions occurring, property acquired, or items of
income, loss, deduction, or credit taken into account
prior to Nov. 5, 1990, for purposes of determining liabil-
ity for tax for periods ending after Nov. 5, 1990, see sec-
tion 11821(b) of Pub. L. 101-508, set out as a note under
section 45K of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

APPLICATION OF AMENDMENTS MADE BY SECTION 252 OF
PuB. L. 97-34

Section 1879(p) of Pub. L. 99-514, as amended by Pub.
L. 100-647, title I, §1018(q)(3), Nov. 10, 1988, 102 Stat. 3585,
provided that:

‘(1) Notwithstanding subsection (c) of section 252 of
the Economic Recovery Tax Act of 1981 [section 252(c)
of Pub. L. 97-34, set out above], the amendment made
by subsection (a) of such section 252 [amending this sec-
tion] (and the provisions of subsection (b) of such sec-
tion 252 [set out below]) shall apply to any transfer of
stock to any person if—

““(A) such transfer occurred in November or Decem-
ber of 1973 and was pursuant to the exercise of an op-
tion granted in November or December of 1971,

“(B) in December 1973 the corporation granting the
option was acquired by another corporation in a
transaction qualifying as a reorganization under sec-
tion 368 of the Internal Revenue Code of 1954 [now
19861,

“(C) the fair market value (as of July 1, 1974) of the
stock received by such person in the reorganization
in exchange for the stock transferred to him pursuant
to the exercise of such option was less than 50 percent
of the fair market value of the stock so received (as
of December 4, 1973),

“(D) in 1975 or 1976 such person sold substantially
all of the stock received in such reorganization, and

‘“(E) such person makes an election under this sec-
tion at such time and in such manner as the Sec-
retary of the Treasury or his delegate shall prescribe.
¢(2) LIMITATION ON AMOUNT OF BENEFIT.—Paragraph

(1) shall not apply to transfers with respect to any em-
ployee to the extent that the application of paragraph
(1) with respect to such employee would (but for this
paragraph) result in a reduction in liability for income
tax with respect to such employee for all taxable years
in excess of $100,000 (determined without regard to any
interest).

““(3) STATUTE OF LIMITATIONS.—

‘“(A) OVERPAYMENTS.—If refund or credit of any
overpayment of tax resulting from the application of
paragraph (1) is prevented on the date of the enact-
ment of this Act [Oct. 22, 1986] (or at any time within
6 months after such date of enactment) by the oper-
ation of any law or rule of law, refund or credit of
such overpayment (to the extent attributable to the
application of paragraph (1)) may, nevertheless, be
made or allowed if claim therefor is filed before the
close of such 6-month period.
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‘“(B) DEFICIENCIES.—If the assessment of any defi-
ciency of tax resulting from the application of para-
graph (1) is prevented on the date of the enactment of
this Act [Oct. 22, 1986] (or at any time within 6
months after such date of enactment) by the oper-
ation of any law or rule of law, assessment of such de-
ficiency (to the extent attributable to the application
of paragraph (1)) may, nevertheless, be made within
such 6-month period.”

TIME FOR MAKING CERTAIN SECTION 83(b) ELECTIONS

Section 5566 of Pub. L. 98-369, as amended by Pub. L.
99-514, §2, title XVIII, §1855(b), Oct. 22, 1986, 100 Stat.
2095, 2882, provided that: ‘‘In the case of any transfer of
property in connection with the performance of serv-
ices on or before November 18, 1982, the election per-
mitted by section 83(b) of the Internal Revenue Code of
1986 [formerly I.R.C. 1954] may be made, notwithstand-
ing paragraph (2) of such section 83(b), with the income
tax return for any taxable year ending after July 18,
1984, and beginning before the date of the enactment of
the Tax Reform Act of 1986 [Oct. 22, 1986 if—

‘(1) the amount paid for such property was not less
than its fair market value at the time of transfer (de-
termined without regard to any restriction other
than a restriction which by its terms will never
lapse), and

‘“(2) the election is consented to by the person
transferring such property.

The election shall contain that information required by
the Secretary of the Treasury or his delegate for elec-
tions permitted by such section 83(b). The period for as-
sessing any tax attributable to a transfer of property
which is the subject of an election made pursuant to
this section shall not expire before the date which is 3
years after the date such election was made.”’

PROPERTY SUBJECT TO TRANSFER RESTRICTIONS TO
CoMPLY WITH ‘‘POOLING-OF-INTERESTS ACCOUNTING”’
RULES

Section 252(b) of Pub. L. 97-34, as amended by Pub. L.
99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided, effective
with respect to taxable years ending after Dec. 31, 1981,
that: ‘“For purposes of section 83 of the Internal Reve-
nue Code of 1986 [formerly I.R.C. 1954], property is sub-
ject to substantial risk of forfeiture and is not transfer-
able so long as such property is subject to a restriction
on transfer to comply with the ‘‘Pooling-of-Interests
Accounting” rules set forth in Accounting Series Re-
lease Numbered 130 ((10/5/72) 37 FR 20937; 17 CFR 211.130)
and Accounting Series Release Numbered 135 ((1/18/73)
38 FR 1734; 17 CFR 211.135).”

§ 84. Transfer of appreciated property to political
organization

(a) General rule

If—

(1) any person transfers property to a politi-
cal organization, and

(2) the fair market value of such property
exceeds its adjusted basis,

then for purposes of this chapter the transferor
shall be treated as having sold such property to
the political organization on the date of the
transfer, and the transferor shall be treated as
having realized an amount equal to the fair mar-
ket value of such property on such date.

(b) Basis of property

In the case of a transfer of property to a polit-
ical organization to which subsection (a) ap-
plies, the basis of such property in the hands of
the political organization shall be the same as it
would be in the hands of the transferor, in-
creased by the amount of gain recognized to the
transferor by reason of such transfer.
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(c) Political organization defined

For purposes of this section, the term ‘‘politi-
cal organization’ has the meaning given to such
term by section 527(e)(1).

(Added Pub. L. 93-625, §13(a)(1), Jan. 3, 1975, 88
Stat. 2120.)

EFFECTIVE DATE

Section 13(b) of Pub. L. 93-625 provided that: ‘“The
amendments made by subsection (a) [enacting this sec-
tion] shall apply to transfers made after May 7, 1974, in
taxable years ending after such date.”

NONRECOGNITION OF GAIN OR LOSS WHERE ORGANIZA-
TION SOLD CONTRIBUTED PROPERTY BEFORE AUGUST
2, 1973

Section 13(c) of Pub. L. 93-625 provided that in the
case of the sale or exchange of property before Aug. 2,
1973, which was acquired by the exempt political orga-
nization by contribution, no gain or loss shall be recog-
nized by such organization.

§ 85. Unemployment compensation
(a) General rule

In the case of an individual, gross income in-
cludes unemployment compensation.

(b) Unemployment compensation defined

For purposes of this section, the term ‘‘unem-
ployment compensation’ means any amount re-
ceived under a law of the United States or of a
State which is in the nature of unemployment
compensation.

(c) Special rule for 2009

In the case of any taxable year beginning in
2009, gross income shall not include so much of
the unemployment compensation received by an
individual as does not exceed $2,400.

(Added Pub. L. 95-600, title I, §112(a), Nov. 6,
1978, 92 Stat. 2777; amended Pub. L. 97-34, title I,
§103(c)(1), Aug. 13, 1981, 95 Stat. 188; Pub. L.
97-248, title VI, §611(a), Sept. 3, 1982, 96 Stat. 706;
Pub. L. 98-21, title I, §§121(f)(1), 122(c)(2), Apr. 20,
1983, 97 Stat. 84, 87; Pub. L. 99-514, title I, §121,
Oct. 22, 1986, 100 Stat. 2109; Pub. L. 111-5, div. B,
title I, §1007(a), Feb. 17, 2009, 123 Stat. 317.)

AMENDMENTS

2009—Subsec. (c). Pub. L. 111-5 added subsec. (c¢).

1986—Subsec. (a). Pub. L. 99-514 substituted ‘‘General
rule” for ‘“‘In general” in heading and amended text
generally. Prior to amendment, text read as follows: “‘If
the sum for the taxable year of the adjusted gross in-
come of the taxpayer (determined without regard to
this section, section 86 and section 221) and the unem-
ployment compensation exceeds the base amount, gross
income for the taxable year includes unemployment
compensation in an amount equal to the lesser of—

‘“(1) one-half of the amount of the excess of such
sum over the base amount, or

‘“(2) the amount of the unemployment compensa-
tion.”

Subsecs. (b), (¢c). Pub. L. 99-514, in amending section
generally, redesignated former subsec. (¢) as (b) and
struck out former subsec. (b), ‘‘Base amount defined”’,
which read as follows: ‘“For purposes of this section,
the term ‘base amount’ means—

‘(1) except as provided in paragraphs (2) and (3),
$12,000,

€“(2) $18,000, in the case of a joint return under sec-
tion 6013, or

‘“(3) zero, in the case of a taxpayer who—

‘“(A) is married at the close of the taxable year
(within the meaning of section 143) but does not file
a joint return for such year, and
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‘(B) does not live apart from his spouse at all
times during the taxable year.”’

1983—Subsec. (a). Pub. L. 98-21, §122(c)(2), struck out
‘“, section 105(d),” after ‘‘section 86°°.

Pub. L. 98-21, §121(f)(1), inserted ‘‘section 86, after
“‘this section,”’.

1982—Subsec. (b)(1). Pub. L. 97-248, §611(a)(1), sub-
stituted *$12,000°" for ‘“$20,000"".

Subsec. (b)(2). Pub. L. 97-248, §611(a)(2), substituted
‘$18,000’ for ‘‘$25,000".

1981—Subsec. (a). Pub. L. 97-34 substituted ‘‘this sec-
tion, section 105(d), and section 221"’ for ‘‘this section
and without regard to section 105(d)”’ in parenthetical
provision preceding par. (1).

EFFECTIVE DATE OF 2009 AMENDMENT

Pub. L. 111-5, div. B, title I, §1007(b), Feb. 17, 2009, 123
Stat. 317, provided that: ‘“The amendment made by this
section [amending this section] shall apply to taxable
years beginning after December 31, 2008.”"

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by Pub. L. 99-514 applicable to amounts
received after Dec. 31, 1986, in taxable years ending
after such date, see section 151(b) of Pub. L. 99-514, set
out as a note under section 1 of this title.

EFFECTIVE DATE OF 1983 AMENDMENT

Amendment by section 121(f)(1) of Pub. L. 98-21 appli-
cable to benefits received after Dec. 31, 1983, in taxable
years ending after such date, except for any portion of
a lump-sum payment of social security benefits re-
ceived after Dec. 31, 1983, if the generally applicable
payment date for such portion was before Jan. 1, 1984,
see section 121(g) of Pub. L. 98-21, set out as an Effec-
tive Date note under section 86 of this title.

Amendment by section 122(c)(2) of Pub. L. 98-21 appli-
cable to taxable years beginning after Dec. 31, 1983, ex-
cept that if an individual’s annuity starting date was
deferred under section 105(d)(6) of this title as in effect
on the day before Apr. 20, 1983, such deferral shall end
on the first day of such individual’s first taxable year
beginning after Dec. 31, 1983, see section 122(d) of Pub.
L. 98-21, set out as a note under section 22 of this title.

EFFECTIVE DATE OF 1982 AMENDMENT

Section 611(b) of Pub. L. 97-248, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘(1) COMPENSATION PAID AFTER 1981.—The amendments
made by this section [amending this section] shall
apply to payments of unemployment compensation
made after December 31, 1981, in taxable years ending
after such date.

*(2) NO ADDITION TO TAX FOR UNDERPAYMENT OF ESTI-
MATED TAX ATTRIBUTABLE TO APPLICATION OF AMEND-
MENTS TO COMPENSATION PAID IN 1982.—No addition to
tax shall be made under section 6654 of the Internal
Revenue Code of 1986 [formerly I.R.C. 1954] with respect
to any underpayment to the extent such underpayment
is attributable to unemployment compensation which
is received during 1982 and which (but for the amend-
ments made by subsection (a)) would not be includable
in gross income.

‘“(3) SPECIAL RULE FOR FISCAL YEAR TAXPAYERS.—In
the case of a taxable year (other than a calendar year)
which includes January 1, 1982—

“(A) the amendments made by this section shall be
applied by taking into account the entire amount of
unemployment compensation received during such
taxable year, but

‘“(B) the increase in gross income for such taxable
year as a result of such amendments shall not exceed
the amount of unemployment compensation paid
after December 31, 1981.

*“(4) UNEMPLOYMENT COMPENSATION DEFINED.—For pur-
poses of this subsection, the term ‘unemployment com-
pensation’ has the meaning given to such term by sec-
tion 85(c) of the Internal Revenue Code of 1986."’

EFFECTIVE DATE OF 1981 AMENDMENT

Amendment by Pub. L. 97-34 applicable to taxable
years beginning after Dec. 31, 1981, see section 103(d) of
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Pub. L. 97-34, set out as a note under section 62 of this
title.

EFFECTIVE DATE

Section 112(d) of Pub. L. 95-600, as amended by Pub.
L. 98-369, div. A, title X, §1075(a), July 18, 1984, 98 Stat.
1053, provided that: ‘“The amendments made by this
section [enacting this section and section 6050B of this
title] shall apply to payments of unemployment com-
pensation made after December 31, 1978, in taxable
vears ending after such date, except that such amend-
ments shall not apply to payments made for weeks of
unemployment ending before December 1, 1978.”

WAIVER OF STATUTE OF LIMITATIONS

Pub. L. 98-369, div. A, title X, §1075(b), July 18, 1984,
98 Stat. 1053, provided that: “‘If credit or refund of any
overpayment of tax resulting from the amendment
made by subsection (a) [amending section 112(d) of Pub.
L. 95-600, set out as an Effective Date note above] is
barred on the date of the enactment of this Act [July
18, 1984] or at any time during the 1-year period begin-
ning on the date of the enactment of this Act by the op-
eration of any law or rule of law (including res judi-
cata), refund or credit of such overpayment (to the ex-
tent attributable to the amendment made by sub-
section (a)) may, nevertheless, be made or allowed if
claim therefor is filed before the close of such 1-year
period.”’

§86. Social security and tier 1 railroad retire-
ment benefits

(a) In general
(1) In general

Except as provided in paragraph (2), gross in-
come for the taxable year of any taxpayer de-
scribed in subsection (b) (notwithstanding sec-
tion 207 of the Social Security Act) includes
social security benefits in an amount equal to
the lesser of—

(A) one-half of the social security benefits
received during the taxable year, or
(B) one-half of the excess described in sub-
section (b)(1).
(2) Additional amount

In the case of a taxpayer with respect to
whom the amount determined under sub-
section (b)(1)(A) exceeds the adjusted base
amount, the amount included in gross income
under this section shall be equal to the lesser
of—

(A) the sum of—

(i) 85 percent of such excess, plus

(ii) the lesser of the amount determined
under paragraph (1) or an amount equal to
one-half of the difference between the ad-
justed base amount and the base amount
of the taxpayer, or

(B) 85 percent of the social security bene-
fits received during the taxable year.
(b) Taxpayers to whom subsection (a) applies
(1) In general

A taxpayer is described in this subsection
if—

(A) the sum of—

(i) the modified adjusted gross income of
the taxpayer for the taxable year, plus

(ii) one-half of the social security bene-
fits received during the taxable year, ex-
ceeds

(B) the base amount.
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(2) Modified adjusted gross income

For purposes of this subsection, the term
“modified adjusted gross income’ means ad-
justed gross income—

(A) determined without regard to this sec-
tion and sections 135, 137, 199, 221, 222, 911,
931, and 933, and

(B) increased by the amount of interest re-
ceived or accrued by the taxpayer during the
taxable year which is exempt from tax.

(c) Base amount and adjusted base amount
For purposes of this section—
(1) Base amount

The term ‘‘base amount’ means—
(A) except as otherwise provided in this
paragraph, $25,000,
(B) $32,000 in the case of a joint return, and
(C) zero in the case of a taxpayer who—

(i) is married as of the close of the tax-
able year (within the meaning of section
7703) but does not file a joint return for
such year, and

(ii) does not live apart from his spouse at
all times during the taxable year.

(2) Adjusted base amount

The term ‘‘adjusted base amount’ means—
(A) except as otherwise provided in this
paragraph, $34,000,
(B) $44,000 in the case of a joint return, and
(C) zero in the case of a taxpayer described
in paragraph (1)(C).

(d) Social security benefit
(1) In general

For purposes of this section, the term ‘‘so-
cial security benefit” means any amount re-
ceived by the taxpayer by reason of entitle-
ment to—

(A) a monthly benefit under title II of the

Social Security Act, or

(B) a tier 1 railroad retirement benefit.

(2) Adjustment for repayments during year
(A) In general

For purposes of this section, the amount of
social security benefits received during any
taxable year shall be reduced by any repay-
ment made by the taxpayer during the tax-
able year of a social security benefit pre-
viously received by the taxpayer (whether or
not such benefit was received during the tax-
able year).

(B) Denial of deduction

If (but for this subparagraph) any portion
of the repayments referred to in subpara-
graph (A) would have been allowable as a de-
duction for the taxable year under section
165, such portion shall be allowable as a de-
duction only to the extent it exceeds the so-
cial security benefits received by the tax-
payer during the taxable year (and not re-
paid during such taxable year).

(3) Workmen’s compensation benefits sub-
stituted for social security benefits

For purposes of this section, if, by reason of
section 224 of the Social Security Act (or by
reason of section 3(a)(1) of the Railroad Retire-
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ment Act of 1974), any social security benefit
is reduced by reason of the receipt of a benefit
under a workmen’s compensation act, the
term ‘‘social security benefit’’ includes that
portion of such benefit received under the
workmen’s compensation act which equals
such reduction.

(4) Tier 1 railroad retirement benefit

For purposes of paragraph (1), the term ‘‘tier
1 railroad retirement benefit’’ means—

(A) the amount of the annuity under the
Railroad Retirement Act of 1974 equal to the
amount of the benefit to which the taxpayer
would have been entitled under the Social
Security Act if all of the service after De-
cember 31, 1936, of the employee (on whose
employment record the annuity is being
paid) had been included in the term ‘‘em-
ployment’’ as defined in the Social Security
Act, and

(B) a monthly annuity amount under sec-
tion 3(f)(3) of the Railroad Retirement Act of
1974.

(5) Effect of early delivery of benefit checks

For purposes of subsection (a), in any case
where section 708 of the Social Security Act
causes social security benefit checks to be de-
livered before the end of the calendar month
for which they are issued, the benefits in-
volved shall be deemed to have been received
in the succeeding calendar month.

(e) Limitation on amount included where tax-
payer receives lump-sum payment

(1) Limitation

If—

(A) any portion of a lump-sum payment of
social security benefits received during the
taxable year is attributable to prior taxable
years, and

(B) the taxpayer makes an election under
this subsection for the taxable year,

then the amount included in gross income under
this section for the taxable year by reason of the
receipt of such portion shall not exceed the sum
of the increases in gross income under this chap-
ter for prior taxable years which would result
solely from taking into account such portion in
the taxable years to which it is attributable.

(2) Special rules
(A) Year to which benefit attributable

For purposes of this subsection, a social
security benefit is attributable to a taxable
year if the generally applicable payment
date for such benefit occurred during such
taxable year.

(B) Election

An election under this subsection shall be
made at such time and in such manner as
the Secretary shall by regulations prescribe.
Such election, once made, may be revoked
only with the consent of the Secretary.

(f) Treatment as pension or annuity for certain
purposes

For purposes of—
(1) section 22(c)(3)(A) (relating to reduction
for amounts received as pension or annuity),
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(2) section 32(c)(2) (defining earned income),

(3) section 219(f)(1) (defining compensation),
and

(4) section 911(b)(1) (defining foreign earned
income),

any social security benefit shall be treated as an
amount received as a pension or annuity.

(Added and amended Pub. L. 98-21, title I,
§121(a), title III, §335(b)(2)(A), Apr. 20, 1983, 97
Stat. 80, 130; Pub. L. 98-76, title II, §224(d), Aug.
12, 1983, 97 Stat. 424; Pub. L. 98-369, div. A, title
IV, §474(r)(2), div. B, title VI, §2661(0)(1), July 18,
1984, 98 Stat. 839, 1158; Pub. L. 99-272, title XII,
§12111(b), title XIII, §13204(a), Apr. 7, 1986, 100
Stat. 287, 313; Pub. L. 99-514, title I, §131(b)(2),
title XIII, §1301(j)(8), title XVIII, §1847(b)(2), Oct.
22, 1986, 100 Stat. 2113, 2658, 2856; Pub. L. 100-647,
title I, §1001(e), title VI, §6009(c)(1), Nov. 10, 1988,
102 Stat. 3351, 3690; Pub. L. 103-66, title XIII,
§13215(a), (b), Aug. 10, 1993, 107 Stat. 475, 476;
Pub. L. 103-296, title III, §309(d), Aug. 15, 1994, 108
Stat. 15623; Pub. L. 104-188, title I, §§1704(t)(3),
1807(c)(2), Aug. 20, 1996, 110 Stat. 1887, 1902; Pub.
L. 105-277, div. J, title IV, §4003(a)(2)(B), Oct. 21,
1998, 112 Stat. 2681-908; Pub. L. 107-16, title IV,
§431(c)(1), June 7, 2001, 115 Stat. 68; Pub. L.
108-357, title I, §102(d)(1), Oct. 22, 2004, 118 Stat.
1428.)

AMENDMENT OF SECTION

For termination of amendment by section 901
of Pub. L. 107-16, see Effective and Termination
Dates of 2001 Amendment note below.

REFERENCES IN TEXT

The Social Security Act, referred to in subsecs. (a)(1)
and (D)(1)(A), (3), (D(A), (b), is act Aug. 14, 1935, ch. 531,
49 Stat. 620, as amended, which is classified generally
to chapter 7 (§301 et seq.) of Title 42, The Public Health
and Welfare. Title II of the Act is classified generally
to subchapter II (§401 et seq.) of Title 42. Sections 207,
224, and 708 of the Act are classified to sections 407,
424a, and 909 of Title 42, respectively. For complete
classification of this Act to the Code, see section 1305
of Title 42 and Tables.

The Railroad Retirement Act of 1974, referred to in
subsec. (d)(3), (4), is act Aug. 29, 1935, ch. 812, as amend-
ed generally by Pub. L. 93-445, title I, §101, Oct. 16, 1974,
88 Stat. 1305, which is classified generally to subchapter
IV (§231 et seq.) of chapter 9 of Title 45, Railroads. Sec-
tion 3(a)(1), (f)(3) of the Act is classified to section
231b(a)(1), (f)(3) of Title 45. For further details and com-
plete classification of this Act to the Code, see Codi-
fication note set out preceding section 231 of Title 45,
section 231t of Title 45, and Tables.

PRIOR PROVISIONS

A prior section 86 was renumbered section 87 of this
title.

AMENDMENTS

2004—Subsec. (b)(2)(A). Pub. L. 108-357 inserted ‘199,”
before 221",

2001—Subsec. (b)(2)(A). Pub. L. 107-16, §§431(c)(1), 901,
temporarily inserted ‘222, after ‘“221,”. See Effective
and Termination Dates of 2001 Amendment note below.

1998—Subsec. (b)(2)(A). Pub. L. 105-277 inserted ‘221,”
after <137,”.

1996—Subsec. (b)(2). Pub. L. 104-188, §1704(t)(3), sub-
stituted ‘‘means adjusted” for ‘‘means adusted’ in in-
troductory provisions.

Subsec. (b)(2)(A). Pub. L. 104-188, §1807(c)(2), inserted
¢137,” before 911”.

1994—Subsec. (d)(1). Pub. L. 103-296 struck out at end
“For purposes of the preceding sentence, the amount
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received by any taxpayer shall be determined as if the
Social Security Act did not contain section 203(i) there-
of.”

1993—Subsec. (a). Pub. L. 103-66, §13215(a), designated
existing provisions as par. (1), inserted par. (1) heading,
substituted ‘Except as provided in paragraph (2),
gross’ for ‘““Gross’’, redesignated former pars. (1) and (2)
as subpars. (A) and (B), respectively, and added par. (2).

Subsec. (¢). Pub. L. 103-66, §13215(b), amended heading
and text of subsec. (¢) generally. Prior to amendment,
text read as follows: ‘‘For purposes of this section, the
term ‘base amount’ means—

‘(1) except as otherwise provided in this subsection,
$25,000,

€“(2) $32,000, in the case of a joint return, and

‘“(3) zero, in the case of a taxpayer who—

“(A) is married at the close of the taxable year
(within the meaning of section 7703) but does not
file a joint return for such year, and

“(B) does not live apart from his spouse at all
times during the taxable year.”’

1988—Subsec. (b)(2)(A). Pub. L. 100-647, §6009(c)(1), in-
serted ‘‘135,” before ‘911”.

Subsec. (f)(4), (5). Pub. L. 100-647, §1001(e), redesig-
nated par. (5) as (4) and struck out former par. (4) which
read as follows: ‘‘section 221(b)(2) (defining earned in-
come), and”’.

1986—Subsec. (b)(2)(A). Pub. L. 99-514, §131(b)(2), sub-
stituted ‘“‘sections’ for ‘‘sections 221,”.

Subsec. (¢)(3)(A). Pub. L. 99-514, §1301(j)(8),
stituted ‘“‘section 7703’ for ‘‘section 143".

Subsec. (d)(4). Pub. L. 99-272, §13204(a), in amending
par. (4) generally, designated existing provisions as in-
troductory clause of par. (4), struck out ‘‘a monthly
benefit under section 3(a), 3(f)(3), 4(a), or 4(f) of the
Railroad Retirement Act of 1974, and added cls. (A)
and (B).

Subsec. (d)(5). Pub. L. 99-272, §12111(b), added par. (5).

Subsec. (f)(1). Pub. L. 99-514, §1847(b)(2), substituted
“‘section 22(c)(3)(A)” for ‘‘section 37(c)(3)(A)”.

1984—Subsec. (f)(1). Pub. L. 98-369, §2661(0)(1), added
par. (1). Former par. (1) redesignated par. (2).

Pub. L. 98-369, §474(r)(2), substituted
32(¢)(2)” for ‘‘section 43(c)(2)”.

Subsec. (£)(2)-(5). Pub. L. 98-369, §2661(0)(1), redesig-
nated pars. (1) to (4) as (2) to (b), respectively.

1983—Subsec. (a). Pub. L. 98-21, §335(b)(2)(A), inserted
‘‘(notwithstanding section 207 of the Social Security
Act)”.

Subsec. (d)(4). Pub. L. 98-76 inserted ¢3(f)(3),” after
“3(a),”.

sub-

‘‘section

EFFECTIVE DATE OF 2004 AMENDMENT

Amendment by Pub. L. 108-357 applicable to taxable
years beginning after Dec. 31, 2004, see section 102(e) of
Pub. L. 108-357, set out as a note under section 56 of
this title.

EFFECTIVE AND TERMINATION DATES OF 2001
AMENDMENT

Amendment by Pub. L. 107-16 applicable to payments
made in taxable years beginning after Dec. 31, 2001, see
section 431(d) of Pub. L. 107-16, set out as a note under
section 62 of this title.

Amendment by Pub. L. 107-16 inapplicable to taxable,
plan, or limitation years beginning after Dec. 31, 2012,
and the Internal Revenue Code of 1986 to be applied and
administered to such years as if such amendment had
never been enacted, see section 901 of Pub. L. 107-16, set
out as a note under section 1 of this title.

EFFECTIVE DATE OF 1998 AMENDMENT

Pub. L. 105-277, div. J, title IV, §4003(1), Oct. 21, 1998,
112 Stat. 2681-910, provided that: ‘“The amendments
made by this section [amending this section and sec-
tions 135, 137, 163, 172, 219, 221, 264, 351, 368, 469, 954, 2001,
6311, 6404, and 9510 of this title and amending provisions
set out as a note under section 7508A of this title] shall
take effect as if included in the provisions of the 1997
Act [Pub. L. 105-34] to which they relate.”
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EFFECTIVE DATE OF 1996 AMENDMENT

Amendment by section 1807(c)(2) of Pub. L. 104-188 ap-
plicable to taxable years beginning after Dec. 31, 1996,
see section 1807(e) of Pub. L. 104-188, set out as an Ef-
fective Date note under section 23 of this title.

EFFECTIVE DATE OF 1994 AMENDMENT

Section 309(e)(2) of Pub. L. 103-296 provided that:
“The amendment made by subsection (d) [amending
this section] shall apply with respect to benefits re-
ceived after December 31, 1995, in taxable years ending
after such date.”

EFFECTIVE DATE OF 1993 AMENDMENT

Section 13215(d) of Pub. L. 103-66 provided that: ‘“The
amendments made by subsections (a) and (b) [amending
this section] shall apply to taxable years beginning
after December 31, 1993.”’

EFFECTIVE DATE OF 1988 AMENDMENT

Amendment by section 1001(e) of Pub. L. 100-647 effec-
tive, except as otherwise provided, as if included in the
provision of the Tax Reform Act of 1986, Pub. L. 99-514,
to which such amendment relates, see section 1019(a) of
Pub. L. 100-647, set out as a note under section 1 of this
title.

Section 6009(d) of Pub. L. 100-647 provided that: ‘“The
amendments made by this section [enacting section 135
of this title, amending this section and sections 219 and
469 of this title, and renumbering former section 135 as
section 136 of this title] shall apply to taxable years be-
ginning after December 31, 1989.”

EFFECTIVE DATE OF 1986 AMENDMENTS

Amendment by section 131(b)(2) of Pub. L. 99-514 ap-
plicable to taxable years beginning after Dec. 31, 1986,
see section 151(a) of Pub. L. 99-514, set out as a note
under section 1 of this title.

Amendment by section 1301(j)(8) of Pub. L. 99-514 ap-
plicable to bonds issued after Aug. 15, 1986, except as
otherwise provided, see sections 1311-1318 of Pub. L.
99-514, set out as an Effective Date; Transitional Rules
note under section 141 of this title.

Amendment by section 1847(b)(2) of Pub. L. 99-514 ef-
fective, except as otherwise provided, as if included in
the provisions of the Tax Reform Act of 1984, Pub. L.
98-369, div. A, to which such amendment relates, see
section 1881 of Pub. L. 99-514, set out as a note under
section 48 of this title.

Amendment by section 12111(b) of Pub. L. 99-272 ap-
plicable with respect to benefit checks issued for
months ending after Apr. 7, 1986, see section 12111(c) of
Pub. L. 99-272, set out as a note under section 909 of
Title 42, The Public Health and Welfare.

Section 13204(b) of Pub. L. 99-272 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to any monthly benefit for which the
generally applicable payment date is after December
31, 1985.”

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by section 474(r)(2) of Pub. L. 98-369 ap-
plicable to taxable years beginning after Dec. 31, 1983,
and to carrybacks from such years, see section 475(a) of
Pub. L. 98-369, set out as a note under section 21 of this
title.

Amendment by section 2661 of Pub. L. 98-369 effective
as though included in the enactment of the Social Se-
curity Amendments of 1983, Pub. L. 98-21, see section
2664(a) of Pub. L. 98-369, set out as a note under section
401 of Title 42, The Public Health and Welfare.

EFFECTIVE DATE OF 1983 AMENDMENT

Amendment by Pub. L. 98-76 applicable to benefits re-
ceived after Dec. 31, 1983, in taxable years ending after
such date, except for portions of lump-sum payments
received after Dec. 31, 1983, if the generally applicable
payment date for such portion was before Jan. 1, 1984,
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see section 227(b) of Pub. L. 98-76 set out as a note
under section 72 of this title.

EFFECTIVE DATE

Section 121(g) of Pub. L. 98-21, as amended by Pub. L.
99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘(1) IN GENERAL.—Except as provided in paragraph (2),
the amendments made by this section [enacting this
section and section 6050F of this title, amending sec-
tions 85, 128, 861, 871, 1441, and 6103 of this title and sec-
tion 3413 of Title 12, Banks and Banking, and enacting
provisions set out as a note under section 401 of Title
42, The Public Health and Welfare] shall apply to bene-
fits received after December 31, 1983, in taxable years
ending after such date.

¢(2) TREATMENT OF CERTAIN LUMP-SUM PAYMENTS RE-
CEIVED AFTER DECEMBER 31, 1983.—The amendments made
by this section shall not apply to any portion of a
lump-sum payment of social security benefits (as de-
fined in section 86(d) of the Internal Revenue Code of
1986 [formerly I.R.C. 1954]) received after December 31,
1983, if the generally applicable payment date for such
portion was before January 1, 1984.”

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XTI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

§ 87. Alcohol and biodiesel fuels credits

Gross income includes—

(1) the amount of the alcohol fuel credit de-
termined with respect to the taxpayer for the
taxable year under section 40(a), and

(2) the biodiesel fuels credit determined with
respect to the taxpayer for the taxable year
under section 40A(a).

(Added Pub. L. 96-223, title II, §232(c)(1), Apr. 2,
1980, 94 Stat. 276, §86; renumbered §87, Pub. L.
98-21, title I, §121(a), Apr. 20, 1983, 97 Stat. 80;
amended Pub. L. 98-369, div. A, title IV,
§474(r)(3), July 18, 1984, 98 Stat. 839; Pub. L.
108-357, title III, §302(c)(1)(A), Oct. 22, 2004, 118
Stat. 1465.)

AMENDMENTS

2004—Pub. L. 108-357 amended section catchline and
text generally. Prior to amendment, text read as fol-
lows: ““‘Gross income includes the amount of the alcohol
fuel credit determined with respect to the taxpayer for
the taxable year under section 40(a).”’

1984—Pub. L. 98-369 amended section generally, sub-
stituting ‘‘the amount of the alcohol fuel credit deter-
mined with respect to the taxpayer for the taxable year
under section 40(a)” for ‘‘an amount equal to the
amount of the credit allowable to the taxpayer under
section 44E for the taxable year (determined without
regard to subsection (e) thereof)’.

EFFECTIVE DATE OF 2004 AMENDMENT

Amendment by Pub. L. 108-357 applicable to fuel pro-
duced, and sold or used, after Dec. 31, 2004, in taxable
years ending after such date, see section 302(d) of Pub.
L. 108-357, set out as a note under section 38 of this
title.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by Pub. L. 98-369 applicable to taxable
years beginning after Dec. 31, 1983, and to carrybacks
from such years, see section 475(a) of Pub. L. 98-369, set
out as a note under section 21 of this title.
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EFFECTIVE DATE

Section applicable to sales or uses after Sept. 30, 1980,
in taxable years ending after such date, see section
232(h)(1) of Pub. L. 96-223, set out as a note under sec-
tion 40 of this title.

§ 88. Certain amounts with respect to nuclear de-
commissioning costs

In the case of any taxpayer who is required to
include the amount of any nuclear decommis-
sioning costs in the taxpayer’s cost of service
for ratemaking purposes, there shall be includ-
ible in the gross income of such taxpayer the
amount so included for any taxable year.

(Added Pub. L. 98-369, div. A, title I, §91(f)(1),
July 18, 1984, 98 Stat. 607; amended Pub. L.
99-514, title XVIII, §1807(a)(4)(E)(vii), Oct. 22,
1986, 100 Stat. 2813.)

AMENDMENTS

1986—Pub. L. 99-514 substituted ‘‘for ratemaking pur-
poses’ for ‘‘of ratemaking purposes’’.

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by Pub. L. 99-514 effective, except as
otherwise provided, as if included in the provisions of
the Tax Reform Act of 1984, Pub. L. 98-369, div. A, to
which such amendment relates, see section 1881 of Pub.
L. 99-514, set out as a note under section 48 of this title.

EFFECTIVE DATE

Section effective July 18, 1984, with respect to taxable
years ending after such date, see section 91(g)(5) of Pub.
L. 98-369, as amended, set out as an Effective Date of
1984 Amendment note under section 461 of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XTI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

[§89. Repealed. Pub. L. 101-140, title II, §202(a),
Nov. 8, 1989, 103 Stat. 830]

Section, added Pub. L. 99-514, title XI, §1151(a), Oct.
22, 1986, 100 Stat. 2494; amended Pub. L. 100-647, title I,
§1011B(a)(1)-(9), (21), (28), (29), (34), title III,
§3021(a)(1)(A), (B), (2)(A), (3)(9), (11)-(13)(A), (b)(2)(B),
(3), title VI, §6051(a), Nov. 10, 1988, 102 Stat. 3483-3485,
3487, 3488, 3625-3632, 3695, related to nondiscrimination
rules regarding benefits provided under employee bene-
fit plans.

EFFECTIVE DATE OF REPEAL

Section 202(c) of Pub. L. 101-140 provided that: ‘“The
amendments made by this section [repealing this sec-
tion] shall take effect as if included in section 1151 of
the Tax Reform Act of 1986 [Pub. L. 99-514, see section
1151(k) set out as a note under section 79 of this title].”

NONENFORCEMENT OF SECTION FOR FISCAL YEAR 1990

Pub. L. 101-136, title V, §528, Nov. 3, 1989, 103 Stat. 816,
provided that: ‘“No monies appropriated by this Act
[see Tables for classification] may be used to imple-
ment or enforce section 1151 of the Tax Reform Act of
1986 or the amendments made by such section [section
1151 of Pub. L. 99-514, which enacted section 89 of this
title, amended sections 79, 105, 106, 117, 120, 125, 127, 129,
132, 414, 505, 3121, 3306, 6039D, and 6652 of this title and
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section 409 of Title 42, The Public Health and Welfare,
and enacted provisions set out as a note under section
89 of this title].”

TRANSITIONAL PROVISIONS

Section 3021(c) of Pub. L. 100-647 provided for the first
issue of valuation rules, the interim impact on former
employees, the meeting of the written requirement for
covered plans in connection with implementation of
section 89 of the Code, and the issuance by Nov. 15, 1988,
of rules necessary to carry out section 89, prior to re-
peal by Pub. L. 101-140, title II, §203(a)(7), Nov. 8, 1989,
103 Stat. 831.

PART-TIME EMPLOYEE DEFINED FOR PURPOSES OF
SUBSECTION (f)

Section 6070 of Pub. L. 100-647 increased the number
of employees who would be excluded from consideration
under this section during plan years 1989 and 1990, in
the case of a plan maintained by an employer which
employs fewer than 10 employees on a normal working
day during a plan year, prior to repeal by Pub. L.
101-140, title II, §203(a)(7), Nov. 8, 1989, 103 Stat. 831.

§90. Illegal Federal irrigation subsidies
(a) General rule

Gross income shall include an amount equal to
any illegal Federal irrigation subsidy received
by the taxpayer during the taxable year.

(b) Illegal Federal irrigation subsidy
For purposes of this section—
(1) In general

The term ‘‘illegal Federal irrigation sub-
sidy’”’ means the excess (if any) of—

(A) the amount required to be paid for any
Federal irrigation water delivered to the
taxpayer during the taxpayer year, over

(B) the amount paid for such water.

(2) Federal irrigation water

The term ‘‘Federal irrigation water’” means
any water made available for agricultural pur-
poses from the operation of any reclamation
or irrigation project referred to in paragraph
(8) of section 202 of the Reclamation Reform
Act of 1982.

(c) Denial of deduction

No deduction shall be allowed under this sub-
title by reason of any inclusion in gross income
under subsection (a).

(Added Pub. L. 100-203, title X, §10611(a), Dec. 22,
1987, 101 Stat. 1330-451.)

REFERENCES IN TEXT

Section 202 of the Reclamation Reform Act of 1982,
referred to in subsec. (b)(2), is classified to section
390bb of Title 43, Public Lands.

EFFECTIVE DATE

Section 10611(c) of Pub. L. 100-203 provided that: ‘“The
amendments made by this section [enacting this sec-
tion] shall apply to water delivered to the taxpayer in
months beginning after the date of the enactment of
this Act [Dec. 22, 1987].”

PART III-ITEMS SPECIFICALLY EXCLUDED
FROM GROSS INCOME

Sec.

101. Certain death payments.t

180 in original. Does not conform to section catchline.
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102. Gifts and inheritances.

103. Interest on State and local bonds.

[103A. Repealed.]

104. Compensation for injuries or sickness.

105. Amounts received under accident and health
plans.

106. Contributions by employer to accident and
health plans.

107. Rental value of parsonages.

108. Income from discharge of indebtedness.

109. Improvements by lessee on lessor’s property.

110. Qualified lessee construction allowances for
short-term leases.

111. Recovery of tax benefit items.

112. Certain combat zone compensation of mem-
bers of the Armed Forces.

[113, 114. Repealed.]

115. Income of States, municipalities, etc.

[116. Repealed.]

117. Qualified scholarships.

118. Contributions to the capital of a corporation.

119. Meals or lodging furnished for convenience of
employer.!

120. Amounts received under qualified group legal
services plans.

121. Exclusion of gain from sale of principal resi-
dence.

122. Certain reduced uniformed services retire-
ment pay.

123. Amounts received under insurance contracts
for certain living expenses.

[124. Repealed.]

125. Cafeteria plans.

126. Certain cost-sharing payments.

127. Educational assistance programs.

[128. Repealed.]

129. Dependent care assistance programs.2

130. Certain personal injury liability assignments.

131. Certain foster care payments.

132. Certain fringe benefits.

[133. Repealed.]

134. Certain military benefits.

135. Income from United States savings bonds
used to pay higher education tuition and
fees.

136. Energy conservation subsidies provided by
public utilities.

137. Adoption assistance programs.

138. Medicare Advantage MSA.

139. Disaster relief payments.

139A. Federal subsidies for prescription drug plans.

139B. Benefits provided to volunteer firefighters
and emergency medical responders.

139C. COBRA premium assistance.

139D. Indian health care benefits.

140. Cross references to other Acts.

AMENDMENTS

2011—Pub. L. 112-10, div. B, title VIII, §1858(b)(2)(B),
Apr. 15, 2011, 125 Stat. 168, struck out item 139D ‘‘Free
choice vouchers’.

2010—Pub. L. 111-148, title X, §10108(f)(2), Mar. 23, 2010,
124 Stat. 913, added item 139D relating to free choice
vouchers.

Pub. L. 111-148, title IX, §9021(b), Mar. 23, 2010, 124
Stat. 874, added item 139D relating to Indian health
care benefits.

2009—Pub. L. 111-5, div. B, title III, §3001(a)(15)(B),
Feb. 17, 2009, 123 Stat. 465, added item 139C.

2007—Pub. L. 110-142, §5(b), Dec. 20, 2007, 121 Stat.
1806, added item 139B.

2004—Pub. L. 108-357, title I, §101(b)(3), Oct. 22, 2004,
118 Stat. 1423, struck out item 114 ‘“‘Extraterritorial in-
come’’.

Pub. L. 108-311, title IV, §408(a)(5)(G), Oct. 4, 2004, 118
Stat. 1191, substituted ‘‘Medicare Advantage MSA” for
‘“Medicare+Choice MSA” in item 138.

2Editorially supplied. Section 129 added by Pub. L. 97-34 with-
out corresponding amendment of part analysis.
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2003—Pub. L. 108-173, title XII, §1202(c), Dec. 8, 2003,
117 Stat. 2480, added item 139A.

2002—Pub. L. 107-134, title I, §111(b), Jan. 23, 2002, 115
Stat. 2433, added item 139 and redesignated former item
139 as 140.

2000—Pub. L. 106-519, §4(6), Nov. 15, 2000, 114 Stat.
2433, added item 114.

1997—Pub. L. 105-34, title III, §312(d)(14), title XII,
§1213(d), Aug. 5, 1997, 111 Stat. 841, 1001, added item 110
and substituted ‘‘Exclusion of gain from sale of prin-
cipal residence’” for ‘‘One-time exclusion of gain from
sale of principal residence by individual who has at-
tained age 55’ in item 121.

Pub. L. 105-33, title IV, §4006(b)(3), Aug. 5, 1997, 111
Stat. 334, added items 138 and 139 and struck out former
item 138 “‘Cross reference to other Acts’.

1996—Pub. L. 104-188, title I, §§1602(b)(8), 1704(t)(4)(B),
1807(c)(7), Aug. 20, 1996, 110 Stat. 1834, 1887, 1902, sub-
stituted ‘‘combat zone compensation’” for ‘‘combat
pay’’ in item 112, struck out item 133 ‘‘Interest on cer-
tain loans used to acquire employer securities’, added
items 137 and 138, and struck out former item 137
“Cross reference to other Acts’.

1992—Pub. L. 102-486, title XIX, §1912(b), Oct. 24, 1992,
106 Stat. 3016, added items 136 and 137 and struck out
former item 136 ‘‘Cross references to other Acts”’.

1990—Pub. L. 101-508, title XI, §11801(b)(2), Nov. 5,
1990, 104 Stat. 1388-522, struck out item 110 ‘‘Income
taxes paid by lessee corporation’, item 113 ‘“‘Mustering-
out payments for members of the Armed Forces”’, item
114 “‘Sports programs conducted for the American Na-
tional Red Cross”, item 124 ‘‘Qualified transportation
provided by employer’, and item 128 ‘‘Interest on cer-
tain savings certificates’.

1988—Pub. L. 100-647, title I, §1013(a)(37), title VI,
§6009(c)(4), Nov. 10, 1988, 102 Stat. 3544, 3690, substituted
“Interest on State and local bonds” for ‘‘Interest on
certain governmental obligations’ in item 103, struck
out item 103A ‘‘Mortgage subsidy bonds’, added item
135 and redesignated former item 135 ‘‘Cross references
to other Acts’ as item 136.

1986—Pub. L. 99-514, title I, §123(b)(4), title VI,
§612(b)(8), title XI, §1168(b), Oct. 22, 1986, 100 Stat. 2113,
2251, 2512, struck out item 116 ‘‘Partial exclusion of
dividends received by individuals’’, substituted in item
117 “Qualified scholarships’ for ‘‘Scholarships and fel-
lowship grants’, added item 134, and redesignated
former item 134 as 135.

1984—Pub. L. 98-369, div. A, title I, §171(b), title V,
§§531(a)(2), 543(b), July 18, 1984, 98 Stat. 699, 881, 892, sub-
stituted ‘‘Recovery of tax benefit items’’ for ‘‘Recovery
of bad debts, prior taxes, and delinquency amounts’ in
item 111, added items 132 (relating to certain fringe
benefits) and 133 (relating to interest on certain loans
used to acquire employer securities), and redesignated
former item 132 (relating to cross references to other
Acts) as item 134.

Pub. L. 98-369, div. A, title I, §16(a), July 18, 1984, 98
Stat. 505, repealed an amendment made by Pub. L.
97-34, §302(c). See 1981 Amendment note below.

1983—Pub. L. 97-473, title I, §101(b)(2), Jan. 14, 1983, 96
Stat. 2606, purported to strike out the item relating to
section 130, and added items 130 (relating to certain
personal injury liability assignments) and 131 (relating
to cross references to other Acts).

Pub. L. 97473, title I, §102(b), Jan. 14, 1983, 96 Stat.
2607, struck out item 131 (relating to cross references to
other Acts) and added items 131 (relating to certain fos-
ter care payments) and 132 (relating to cross references
to other Acts).

1981—Pub. L. 97-34, title III, §§301(b)(1), 302(c)(1),
(d)(1), Aug. 13, 1981, 95 Stat. 270, 272, 274, effective with
regard to taxable years beginning after Sept. 30, 1981,
redesignated item 128 ‘‘Cross References to other Acts’’
as 129 and added item 128 ‘‘Interest on certain savings
certificates’ and, section 302(c)(1), with regard to tax-
able years beginning after Dec. 31, 1984, provided that
“‘Partial exclusion of interest’ is substituted for “‘In-
terest on certain savings certificates’ in item 128. Sec-
tion 16(a) of Pub. L. 98-369, repealed section 302(c) of
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Pub. L. 97-34, and provided that this title shall be ap-
plied and administered as if section 302(c), and the
amendments made by section 302(c), had not been en-
acted.

1980—Pub. L. 96499, title XI, §1102(b), Dec. 5, 1980, 94
Stat. 2669, added item 103A.

Pub. L. 96-223, title IV, §404(b)(1), Apr. 2, 1980, 94 Stat.
306, inserted ‘‘and interest” after ‘‘dividends’ in item
116.

1978—Pub. L. 95-618, title II, §242(b), Nov. 9, 1978, 92
Stat. 3194, redesignated former item 124 as 125 and
added item 124.

Pub. L. 95-600, title I, §§134(b), 164(c), title IV,
§404(c)(3), title V, §543(b), Nov. 6, 1978, 92 Stat. 2785,
2814, 2870, 2890, in item 121 substituted ‘‘One-time exclu-
sion of gain from sale of principal residence by individ-
ual who has attained age 55’ for ‘‘Gain from sale of ex-
change of residence of individual who has attained age
65", redesignated former item 124 as 128, and added
items 125 to 127.

1976—Pub. L. 94-455, title XXI, §2134(c), Oct. 4, 1976, 90
Stat. 1928, added item 120.

1969—Pub. L. 91-172, title IX, §901(b), Dec. 30, 1969, 83
Stat. 709, redesignated former item 123 as 124, and
added item 123.

1966—Pub. L. 89-365, §1(a)(2), Mar. 8, 1966, 80 Stat. 32,
redesignated former item 122 as 123, and added item 122.

1964—Pub. L. 88-272, title II, §206(b)(2), Feb. 26, 1964, 78
Stat. 40, redesignated former item 121 as 122, and added
item 121.

1958—Pub. L. 85-866, title I, §3(b), Sept. 2, 1958, 72
Stat. 1607, struck out item 120 ‘‘Statutory subsistence
allowance received by police”.

No FEDERAL INCOME TAX ON RESTITUTION RECEIVED
BY VICTIMS OF THE NAZI REGIME OR THEIR HEIRS OR
ESTATES

Pub. L. 107-16, title VIII, §803, June 7, 2001, 115 Stat.
149, provided that:

‘‘(a) IN GENERAL.—For purposes of the Internal Reve-
nue Code of 1986, any excludable restitution payments
received by an eligible individual (or the individual’s
heirs or estate) and any excludable interest—

‘(1) shall not be included in gross income; and
‘(2) shall not be taken into account for purposes of
applying any provision of such Code which takes into
account excludable income in computing adjusted
gross income, including section 86 of such Code (relat-
ing to taxation of Social Security benefits).
For purposes of such Code, the basis of any property re-
ceived by an eligible individual (or the individual’s
heirs or estate) as part of an excludable restitution
payment shall be the fair market value of such prop-
erty as of the time of the receipt.

“(b) ELIGIBLE INDIVIDUAL.—For purposes of this sec-
tion, the term ‘eligible individual’ means a person who
was persecuted on the basis of race, religion, physical
or mental disability, or sexual orientation by Nazi Ger-
many, any other Axis regime, or any other Nazi-con-
trolled or Nagzi-allied country.

“(c) EXCLUDABLE RESTITUTION PAYMENT.—For pur-
poses of this section, the term ‘excludable restitution
payment’ means any payment or distribution to an in-
dividual (or the individual’s heirs or estate) which—

‘(1) is payable by reason of the individual’s status
as an eligible individual, including any amount pay-
able by any foreign country, the United States of

America, or any other foreign or domestic entity, or

a fund established by any such country or entity, any

amount payable as a result of a final resolution of a

legal action, and any amount payable under a law

providing for payments or restitution of property;
‘“(2) constitutes the direct or indirect return of, or
compensation or reparation for, assets stolen or hid-
den from, or otherwise lost to, the individual before,
during, or immediately after World War II by reason
of the individual’s status as an eligible individual, in-
cluding any proceeds of insurance under policies is-
sued on eligible individuals by European insurance
companies immediately before and during World War
II; or
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‘“(3) consists of interest which is payable as part of
any payment or distribution described in paragraph
(1) or (2).

‘‘(d) EXCLUDABLE INTEREST.—For purposes of this sec-
tion, the term ‘excludable interest’ means any interest
earned by—

‘(1) escrow accounts or settlement funds estab-
lished pursuant to the settlement of the action enti-
tled ‘In re: Holocaust Victim Assets Litigation,’
(E.D.N.Y.) C.A. No. 96-4849,

‘“(2) funds to benefit eligible individuals or their
heirs created by the International Commission on
Holocaust Insurance Claims as a result of the Agree-
ment between the Government of the United States
of America and the Government of the Federal Re-
public of Germany concerning the Foundation ‘Re-
membrance, Responsibility, and Future,” dated July
17, 2000, or

‘“(8) similar funds subject to the administration of
the United States courts created to provide exclud-
able restitution payments to eligible individuals (or
eligible individuals’ heirs or estates).

‘“(e) EFFECTIVE DATE.—

‘(1) IN GENERAL.—This section shall apply to any
amount received on or after January 1, 2000.

‘“(2) NO INFERENCE.—Nothing in this Act [see Tables
for classification] shall be construed to create any in-
ference with respect to the proper tax treatment of
any amount received before January 1, 2000.”’

§101. Certain death benefits

(a) Proceeds of life insurance contracts payable
by reason of death

(1) General rule

Except as otherwise provided in paragraph
(2), subsection (d), subsection (f), and sub-
section (j), gross income does not include
amounts received (whether in a single sum or
otherwise) under a life insurance contract, if
such amounts are paid by reason of the death
of the insured.

(2) Transfer for valuable consideration

In the case of a transfer for a valuable con-
sideration, by assignment or otherwise, of a
life insurance contract or any interest therein,
the amount excluded from gross income by
paragraph (1) shall not exceed an amount
equal to the sum of the actual value of such
consideration and the premiums and other
amounts subsequently paid by the transferee.
The preceding sentence shall not apply in the
case of such a transfer—

(A) if such contract or interest therein has

a basis for determining gain or loss in the

hands of a transferee determined in whole or

in part by reference to such basis of such
contract or interest therein in the hands of
the transferor, or

(B) if such transfer is to the insured, to a
partner of the insured, to a partnership in
which the insured is a partner, or to a cor-
poration in which the insured is a share-
holder or officer.

The term ‘‘other amounts’ in the first sen-
tence of this paragraph includes interest paid
or accrued by the transferee on indebtedness
with respect to such contract or any interest
therein if such interest paid or accrued is not
allowable as a deduction by reason of section
264(a)(4).
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[(b) Repealed. Pub. L. 104-188, title I, §1402(a),
Aug. 20, 1996, 110 Stat. 1789]

(c) Interest

If any amount excluded from gross income by
subsection (a) is held under an agreement to pay
interest thereon, the interest payments shall be
included in gross income.

(d) Payment of life insurance proceeds at a date
later than death

(1) General rule

The amounts held by an insurer with respect
to any beneficiary shall be prorated (in ac-
cordance with such regulations as may be pre-
scribed by the Secretary) over the period or
periods with respect to which such payments
are to be made. There shall be excluded from
the gross income of such beneficiary in the
taxable year received any amount determined
by such proration. Gross income includes, to
the extent not excluded by the preceding sen-
tence, amounts received under agreements to
which this subsection applies.

(2) Amount held by an insurer

An amount held by an insurer with respect
to any beneficiary shall mean an amount to
which subsection (a) applies which is—

(A) held by any insurer under an agree-
ment provided for in the life insurance con-
tract, whether as an option or otherwise, to
pay such amount on a date or dates later
than the death of the insured, and

(B) equal to the value of such agreement
to such beneficiary

(i) as of the date of death of the insured

(as if any option exercised under the life

insurance contract were exercised at such

time), and

(ii) as discounted on the basis of the in-
terest rate used by the insurer in calculat-
ing payments under the agreement and
mortality tables prescribed by the Sec-
retary.

(3) Application of subsection

This subsection shall not apply to any
amount to which subsection (c¢) is applicable.

[(e) Repealed. Pub. L. 98-369, div. A, title IV,
§421(b)(2), July 18, 1984, 98 Stat. 794]

(f) Proceeds of flexible premium contracts issued
before January 1, 1985 payable by reason of
death

(1) In general

Any amount paid by reason of the death of
the insured under a flexible premium life in-
surance contract issued before January 1, 1985
shall be excluded from gross income only if—

(A) under such contract—

(i) the sum of the premiums paid under
such contract does not at any time exceed
the guideline premium Ilimitation as of
such time, and

(ii) any amount payable by reason of the
death of the insured (determined without
regard to any qualified additional benefit)
is not at any time less than the applicable
percentage of the cash value of such con-
tract at such time, or

(B) by the terms of such contract, the cash
value of such contract may not at any time
exceed the net single premium with respect
to the amount payable by reason of the
death of the insured (determined without re-
gard to any qualified additional benefit) at
such time.

(2) Guideline premium limitation
For purposes of this subsection—
(A) Guideline premium limitation

The term ‘‘guideline premium limitation”
means, as of any date, the greater of—
(i) the guideline single premium, or
(ii) the sum of the guideline level pre-
miums to such date.

(B) Guideline single premium

The term ‘guideline single premium”
means the premium at issue with respect to
future benefits under the contract (without
regard to any qualified additional benefit),
and with respect to any charges for qualified
additional benefits, at the time of a deter-
mination under subparagraph (A) or (E) and
which is based on—

(i) the mortality and other charges guar-
anteed under the contract, and

(ii) interest at the greater of an annual
effective rate of 6 percent or the minimum
rate or rates guaranteed upon issue of the
contract.

(C) Guideline level premium

The term ‘‘guideline level premium”’
means the level annual amount, payable
over the longest period permitted under the
contract (but ending not less than 20 years
from date of issue or not later than age 95,
if earlier), computed on the same basis as
the guideline single premium, except that
subparagraph (B)(ii) shall be applied by sub-
stituting ‘4 percent’’ for ‘6 percent’.

(D) Computational rules

In computing the guideline single pre-
mium or guideline level premium under sub-
paragraph (B) or (C)—

(i) the excess of the amount payable by
reason of the death of the insured (deter-
mined without regard to any qualified ad-
ditional benefit) over the cash value of the
contract shall be deemed to be not greater
than such excess at the time the contract
was issued,

(ii) the maturity date shall be the latest
maturity date permitted under the con-
tract, but not less than 20 years after the
date of issue or (if earlier) age 95, and

(iii) the amount of any endowment bene-
fit (or sum of endowment benefits) shall be
deemed not to exceed the least amount
payable by reason of the death of the in-
sured (determined without regard to any
qualified additional benefit) at any time
under the contract.

(E) Adjustments

The guideline single premium and guide-
line level premium shall be adjusted in the
event of a change in the future benefits or
any qualified additional benefit under the
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contract which was not reflected in any
guideline single premiums or guideline level
premium previously determined.

(3) Other definitions and special rules

For purposes of this subsection—

(A) Flexible premium life insurance contract

The terms ‘‘flexible premium life insur-
ance contract” and ‘‘contract’” mean a life
insurance contract (including any qualified
additional benefits) which provides for the
payment of one or more premiums which are
not fixed by the insurer as to both timing
and amount. Such terms do not include that
portion of any contract which is treated
under State law as providing any annuity
benefits other than as a settlement option.
(B) Premiums paid

The term ‘‘premiums paid’ means the pre-
miums paid under the contract less any
amounts (other than amounts includible in
gross income) to which section 72(e) applies.
If, in order to comply with the requirements
of paragraph (1)(A), any portion of any pre-
mium paid during any contract year is re-
turned by the insurance company (with in-
terest) within 60 days after the end of a con-
tract year—

(i) the amount so returned (excluding in-
terest) shall be deemed to reduce the sum
of the premiums paid under the contract
during such year, and

(ii) notwithstanding the provisions of
section 72(e), the amount of any interest so
returned shall be includible in the gross
income of the recipient.

(C) Applicable percentage

The term ‘‘applicable percentage’ means—

(i) 140 percent in the case of an insured
with an attained age at the beginning of
the contract year of 40 or less, and

(ii) in the case of an insured with an at-
tained age of more than 40 as of the begin-
ning of the contract year, 140 percent re-
duced (but not below 105 percent) by one
percent for each year in excess of 40.

(D) Cash value

The cash value of any contract shall be de-
termined without regard to any deduction
for any surrender charge or policy loan.

(E) Qualified additional benefits

The term ‘‘qualified additional benefits”
means any—
(i) guaranteed insurability,
(ii) accidental death benefit,
(iii) family term coverage, or
(iv) waiver of premium.
(F) Premium payments not disqualifying con-
tract

The payment of a premium which would
result in the sum of the premiums paid ex-
ceeding the guideline premium limitation
shall be disregarded for purposes of para-
graph (1)(A)(i) if the amount of such pre-
mium does not exceed the amount necessary
to prevent the termination of the contract
without cash value on or before the end of
the contract year.
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(G) Net single premium

In computing the net single premium
under paragraph (1)(B)—

(i) the mortality basis shall be that guar-
anteed under the contract (determined by
reference to the most recent mortality
table allowed under all State laws on the
date of issuance),

(ii) interest shall be based on the greater
of—

(I) an annual effective rate of 4 percent

(3 percent for contracts issued before

July 1, 1983), or

(IT) the minimum rate or rates guaran-
teed upon issue of the contract, and

(iii) the computational rules of para-
graph (2)(D) shall apply, except that the
maturity date referred to in clause (ii)
thereof shall not be earlier than age 95.

(H) Correction of errors

If the taxpayer establishes to the satisfac-
tion of the Secretary that—

(i) the requirements described in para-
graph (1) for any contract year was not
satisfied due to reasonable error, and

(ii) reasonable steps are being taken to
remedy the error,

the Secretary may waive the failure to sat-
isfy such requirements.

(I) Regulations

The Secretary shall prescribe such regula-
tions as may be necessary or appropriate to
carry out the purposes of this subsection.

(g) Treatment of certain accelerated death bene-
fits
(1) In general

For purposes of this section, the following
amounts shall be treated as an amount paid by
reason of the death of an insured:

(A) Any amount received under a life in-
surance contract on the life of an insured
who is a terminally ill individual.

(B) Any amount received under a life in-
surance contract on the life of an insured
who is a chronically ill individual.

(2) Treatment of viatical settlements
(A) In general

If any portion of the death benefit under a
life insurance contract on the life of an in-
sured described in paragraph (1) is sold or as-
signed to a viatical settlement provider, the
amount paid for the sale or assignment of
such portion shall be treated as an amount
paid under the life insurance contract by
reason of the death of such insured.

(B) Viatical settlement provider
(i) In general

The term ‘‘viatical settlement provider”
means any person regularly engaged in the
trade or business of purchasing, or taking
assignments of, life insurance contracts on
the lives of insureds described in para-
graph (1) if—

(I) such person is licensed for such pur-
poses (with respect to insureds described
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in the same subparagraph of paragraph
(1) as the insured) in the State in which
the insured resides, or

(IT) in the case of an insured who re-
sides in a State not requiring the licens-
ing of such persons for such purposes
with respect to such insured, such person
meets the requirements of clause (ii) or
(iii), whichever applies to such insured.

(ii) Terminally ill insureds

A person meets the requirements of this
clause with respect to an insured who is a
terminally ill individual if such person—

(I) meets the requirements of sections

8 and 9 of the Viatical Settlements

Model Act of the National Association of

Insurance Commissioners, and

(IT) meets the requirements of the
Model Regulations of the National Asso-
ciation of Insurance Commissioners (re-
lating to standards for evaluation of rea-
sonable payments) in determining
amounts paid by such person in connec-
tion with such purchases or assignments.

(iii) Chronically ill insureds

A person meets the requirements of this
clause with respect to an insured who is a
chronically ill individual if such person—

(I) meets requirements similar to the
requirements referred to in clause (ii)(I),
and

(IT) meets the standards (if any) of the

National Association of Insurance Com-

missioners for evaluating the reason-

ableness of amounts paid by such person
in connection with such purchases or as-

signments with respect to chronically ill

individuals.

(3) Special rules for chronically ill insureds

In the case of an insured who is a chron-
ically ill individual—
(A) In general

Paragraphs (1) and (2) shall not apply to
any payment received for any period un-
less—

(i) such payment is for costs incurred by
the payee (not compensated for by insur-
ance or otherwise) for qualified long-term
care services provided for the insured for
such period, and

(ii) the terms of the contract giving rise
to such payment satisfy—

(I) the requirements of
7702B(b)(1)(B), and

(IT) the requirements (if any) applica-
ble under subparagraph (B).

section

For purposes of the preceding sentence, the
rule of section 7702B(b)(2)(B) shall apply.

(B) Other requirements

The requirements applicable under this
subparagraph are—

(i) those requirements of section 7702B(g)
and section 4980C which the Secretary
specifies as applying to such a purchase,
assignment, or other arrangement,

(ii) standards adopted by the National
Association of Insurance Commissioners
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which specifically apply to chronically ill
individuals (and, if such standards are
adopted, the analogous requirements spec-
ified under clause (i) shall cease to apply),
and

(iii) standards adopted by the State in
which the policyholder resides (and if such
standards are adopted, the analogous re-
quirements specified under clause (i) and
(subject to section 4980C(f)) standards
under clause (ii), shall cease to apply).

(C) Per diem payments

A payment shall not fail to be described in
subparagraph (A) by reason of being made on
a per diem or other periodic basis without
regard to the expenses incurred during the
period to which the payment relates.

(D) Limitation on exclusion for periodic pay-
ments

For limitation on amount of periodic payments
which are treated as described in paragraph (1), see
section 7702B(d).

(4) Definitions
For purposes of this subsection—
(A) Terminally ill individual

The term ‘‘terminally ill individual”
means an individual who has been certified
by a physician as having an illness or phys-
ical condition which can reasonably be ex-
pected to result in death in 24 months or less
after the date of the certification.

(B) Chronically ill individual

The term ‘‘chronically ill individual” has
the meaning given such term by section
T702B(c)(2); except that such term shall not
include a terminally ill individual.

(C) Qualified long-term care services

The term ‘‘qualified long-term care serv-
ices” has the meaning given such term by
section 7702B(c).

(D) Physician

The term ‘‘physician’ has the meaning
given to such term by section 1861(r)(1) of
the Social Security Act (42 U.S.C.
1395x(r)(1)).

(5) Exception for business-related policies

This subsection shall not apply in the case of
any amount paid to any taxpayer other than
the insured if such taxpayer has an insurable
interest with respect to the life of the insured
by reason of the insured being a director, offi-
cer, or employee of the taxpayer or by reason
of the insured being financially interested in
any trade or business carried on by the tax-
payer.

(h) Survivor benefits attributable to service by a

public safety officer who is killed in the line
of duty

(1) In general

Gross income shall not include any amount
paid as a survivor annuity on account of the
death of a public safety officer (as such term
is defined in section 1204 of the Omnibus Crime
Control and Safe Streets Act of 1968) killed in
the line of duty—
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(A) if such annuity is provided, under a
governmental plan which meets the require-
ments of section 401(a), to the spouse (or a
former spouse) of the public safety officer or
to a child of such officer; and

(B) to the extent such annuity is attrib-
utable to such officer’s service as a public
safety officer.

(2) Exceptions

Paragraph (1) shall not apply with respect to
the death of any public safety officer if, as de-
termined in accordance with the provisions of
the Omnibus Crime Control and Safe Streets
Act of 1968—

(A) the death was caused by the inten-
tional misconduct of the officer or by such
officer’s intention to bring about such offi-
cer’s death;

(B) the officer was voluntarily intoxicated
(as defined in section 1204 of such Act) at the
time of death;

(C) the officer was performing such offi-
cer’s duties in a grossly negligent manner at
the time of death; or

(D) the payment is to an individual whose
actions were a substantial contributing fac-
tor to the death of the officer.

(i) Certain employee death benefits payable by
reason of death of certain terrorist victims
or astronauts

(1) In general

Gross income does not include amounts
(whether in a single sum or otherwise) paid by
an employer by reason of the death of an em-
ployee who is a specified terrorist victim (as
defined in section 692(d)(4)).

(2) Limitation
(A) In general

Subject to such rules as the Secretary may
prescribe, paragraph (1) shall not apply to
amounts which would have been payable
after death if the individual had died other
than as a specified terrorist victim (as so de-
fined).

(B) Exception

Subparagraph (A) shall not apply to inci-
dental death benefits paid from a plan de-
scribed in section 401(a) and exempt from tax
under section 501(a).

(3) Treatment of self-employed individuals

For purposes of paragraph (1), the term ‘‘em-
ployee” includes a self-employed individual
(as defined in section 401(c)(1)).

(4) Relief with respect to astronauts

The provisions of this subsection shall apply
to any astronaut whose death occurs in the
line of duty.

(j) Treatment of certain employer-owned life in-
surance contracts

(1) General rule

In the case of an employer-owned life insur-
ance contract, the amount excluded from
gross income of an applicable policyholder by
reason of paragraph (1) of subsection (a) shall
not exceed an amount equal to the sum of the
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premiums and other amounts paid by the pol-
icyholder for the contract.

(2) Exceptions

In the case of an employer-owned life insur-
ance contract with respect to which the notice
and consent requirements of paragraph (4) are
met, paragraph (1) shall not apply to any of
the following:

(A) Exceptions based on insured’s status

Any amount received by reason of the
death of an insured who, with respect to an
applicable policyholder—

(i) was an employee at any time during
the 12-month period before the insured’s
death, or

(ii) is, at the time the contract is is-
sued—

(I) a director,

(IT) a highly compensated employee
within the meaning of section 414(q)
(without regard to paragraph (1)(B)(ii)
thereof), or

(ITI) a highly compensated individual
within the meaning of section 105(h)(5),
except that ‘35 percent’” shall be sub-
stituted for ‘25 percent’” in subpara-
graph (C) thereof.

(B) Exception for amounts paid to insured’s
heirs

Any amount received by reason of the
death of an insured to the extent—

(i) the amount is paid to a member of the
family (within the meaning of section
267(c)(4)) of the insured, any individual
who is the designated beneficiary of the in-
sured under the contract (other than the
applicable policyholder), a trust estab-
lished for the benefit of any such member
of the family or designated beneficiary, or
the estate of the insured, or

(ii) the amount is used to purchase an
equity (or capital or profits) interest in
the applicable policyholder from any per-
son described in clause (i).

(3) Employer-owned life insurance contract
(A) In general

For purposes of this subsection, the term
“employer-owned life insurance contract’”
means a life insurance contract which—

(i) is owned by a person engaged in a
trade or business and under which such
person (or a related person described in
subparagraph (B)(ii)) is directly or indi-
rectly a beneficiary under the contract,
and

(ii) covers the life of an insured who is an
employee with respect to the trade or busi-
ness of the applicable policyholder on the
date the contract is issued.

For purposes of the preceding sentence, if
coverage for each insured under a master
contract is treated as a separate contract for
purposes of sections 817(h), 7702, and T702A,
coverage for each such insured shall be
treated as a separate contract.

(B) Applicable policyholder
For purposes of this subsection—
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(i) In general

The term ‘‘applicable policyholder”
means, with respect to any employer-
owned life insurance contract, the person
described in subparagraph (A)(i) which
owns the contract.

(ii) Related persons

The term ‘‘applicable policyholder” in-
cludes any person which—

(I) bears a relationship to the person
described in clause (i) which is specified
in section 267(b) or 707(b)(1), or

(IT) is engaged in trades or businesses
with such person which are under com-
mon control (within the meaning of sub-
section (a) or (b) of section 52).

(4) Notice and consent requirements

The notice and consent requirements of this
paragraph are met if, before the issuance of
the contract, the employee—

(A) is notified in writing that the applica-
ble policyholder intends to insure the em-
ployee’s life and the maximum face amount
for which the employee could be insured at
the time the contract was issued,

(B) provides written consent to being in-
sured under the contract and that such cov-
erage may continue after the insured termi-
nates employment, and

(C) is informed in writing that an applica-
ble policyholder will be a beneficiary of any
proceeds payable upon the death of the em-
ployee.

(5) Definitions
For purposes of this subsection—
(A) Employee

The term ‘‘employee’ includes an officer,
director, and highly compensated employee
(within the meaning of section 414(q)).

(B) Insured

The term ‘‘insured’ means, with respect to
an employer-owned life insurance contract,
an individual covered by the contract who is
a United States citizen or resident. In the
case of a contract covering the joint lives of
2 individuals, references to an insured in-
clude both of the individuals.

(Aug. 16, 1954, ch. 736, 68A Stat. 26; Pub. L. 85-866,
title I, §23(d), Sept. 2, 1958, 72 Stat. 1622; Pub. L.
87-792, §7(c), Oct. 10, 1962, 76 Stat. 829; Pub. L.
89-365, §1(c), Mar. 8, 1966, 80 Stat. 32; Pub. L.
91-172, title I, §101(j)(1), Dec. 30, 1969, 83 Stat. 526;
Pub. L. 93-406, title II, §§2005(c)(15), 2007(b)(3),
Sept. 2, 1974, 88 Stat. 992, 994; Pub. L. 94-455, title
XIX, §§1901(a)(16), 1906(b)(13)(A), Oct. 4, 1976, 90
Stat. 1765, 1834; Pub. L. 97-248, title II, §§239,
266(a), (b), Sept. 3, 1982, 96 Stat. 514, 547, 550; Pub.
L. 98-369, div. A, title II, §221(b)(2), title IV,
§421(b)(2), title VII, §713(e), July 18, 1984, 98 Stat.
772, 794, 958; Pub. L. 99-514, title X, §1001(a)-(c),
Oct. 22, 1986, 100 Stat. 2387; Pub. L. 104-188, title
I, §1402(a), (b)(1), Aug. 20, 1996, 110 Stat. 1789;
Pub. L. 104-191, title III, §331(a), Aug. 21, 1996, 110
Stat. 2067; Pub. L. 105-34, title X, §1084(b)(2),
title XV, §1528(a), Aug. 5, 1997, 111 Stat. 952, 1074;
Pub. L. 107-134, title I, §102(a), Jan. 23, 2002, 115
Stat. 2429; Pub. L. 108-121, title I, §110(b)(1), (2),
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Nov. 11, 2003, 117 Stat. 1342; Pub. L. 109-280, title
VIII, §863(a), (¢)(1), Aug. 17, 2006, 120 Stat. 1021,
1024.)

REFERENCES IN TEXT

The Omnibus Crime Control and Safe Streets Act of
1968, referred to in subsec. (h), is Pub. L. 90-351, June 19,
1968, 82 Stat. 197, as amended. Section 1204 of the Act is
classified to section 3796b of Title 42, The Public Health
and Welfare. For complete classification of this Act to
the Code, see Short Title note set out under section
3711 of Title 42 and Tables.

CODIFICATION

Another section 1084(b) of Pub. L. 105-34 amended sec-
tions 805, 807, 812, and 832 of this title.

AMENDMENTS

2006—Subsec. (a)(1). Pub. L. 109-280, §863(c)(1), sub-
stituted ‘‘subsection (f), and subsection (j)”’ for ‘‘and
subsection (f)”.

Subsec. (j). Pub. L. 109-280, §863(a), added subsec. (j).

2003—Subsec. (i). Pub. L. 108-121, §110(b)(2), inserted
‘‘or astronauts’ after ‘‘victims’ in heading.

Subsec. (i1)(4). Pub. L. 108-121, §110(b)(1), added par.
4).

2002—Subsec. (i). Pub. L. 107-134 added subsec. (i).

1997—Subsec. (a)(2). Pub. L. 105-34, §1084(b)(2), in-
serted at end ‘“The term ‘other amounts’ in the first
sentence of this paragraph includes interest paid or ac-
crued by the transferee on indebtedness with respect to
such contract or any interest therein if such interest
paid or accrued is not allowable as a deduction by rea-
son of section 264(a)(4).”

Subsec. (h). Pub. L. 105-34, §1528(a), added subsec. (h).

1996—Subsec. (b). Pub. L. 104-188, §1402(a), struck out
subsec. (b) which related to employees’ death benefits.

Subsec. (c). Pub. L. 104-188, §1402(b)(1), substituted
‘‘subsection (a)” for ‘‘subsection (a) or (b)”.

Subsec. (g). Pub. L. 104-191 added subsec. (g).

1986—Subsec. (d)(1). Pub. L. 99-514, §1001(a), amended
second sentence generally, which prior to amendment
read as follows: ‘““There shall be excluded from the gross
income of such beneficiary in the taxable year re-
ceived—

““(A) any amount determined by such proration, and

‘“(B) in the case of the surviving spouse of the in-
sured, that portion of the excess of the amounts re-
ceived under one or more agreements specified in
paragraph (2)(A) (whether or not payment of any part
of such amounts is guaranteed by the insurer) over
the amount determined in subparagraph (A) of this
paragraph which is not greater than $1,000 with re-
spect to any insured.”’

Subsec. (d)(2)(B). Pub. L. 99-514, §1001(c)(2), sub-
stituted ‘‘equal’’ for ‘‘is equal’’ in introductory provi-
sions.

Subsec. (A)(2)(B)(ii). Pub. L. 99-514, §1001(b), amended
cl. (ii) generally. Prior to amendment, cl. (ii) read as
follows: ‘“‘as discounted on the basis of the interest rate
and mortality tables used by the insurer in calculating
payments under the agreement.”

Subsec. (d)(3), (4). Pub. L. 99-514, §1001(c)(1), redesig-
nated par. (4) as (3), and struck out former par. (3),
“Surviving spouse’, which read as follows: ‘“For pur-
poses of this subsection, the term ‘surviving spouse’
means the spouse of the insured as of the date of death,
including a spouse legally separated but not under a de-
cree of absolute divorce.”

1984—Subsec. (b)(3)(B). Pub. L. 98-369, §713(e), amend-
ed subpar. (B) generally, substituting ‘‘certain distribu-
tions”’ for ‘‘certain lump sum distributions’ in heading,
substituting ‘‘amount paid or distributed” for ‘‘lump
sum distribution described in the second sentence of
paragraph (2)(B)” in introductory text and adding cls.
(1) and (ii).

Subsec. (e). Pub. L. 98-369, §421(b)(2), repealed subsec.
(e) relating to payments of alimony or of income of an
estate or trust in case of divorce, etc.



Page 431

Subsec. (f). Pub. L. 98-369, §221(b)(2)(B), inserted ‘‘is-
sued before January 1, 1985’ in heading.

Subsec. (£)(1). Pub. L. 98-369, §221(b)(2)(A), inserted
““issued before January 1, 1985’ in introductory text.

1982—Subsec. (a)(1). Pub. L. 97-248, §266(b), sub-
stituted ‘¢, subsection (d), and subsection (f)’ for ‘‘and
in subsection (d)”.

Subsec. (b)(3). Pub. L. 97-248, §239, amended par. (3)
generally, substituting ‘‘Treatment of self-employed
individuals’ for ‘‘Self-employed individual not consid-
ered an employee’’ in heading, designating existing pro-
visions as subparagraph (A) and, as so designated, add-
ing heading and exception for subpar. (B), and adding
subparagraph (B).

Subsec. (f). Pub. L. 97-248, §266(a), added subsec. (f).

1976—Subsec. (d)(1). Pub. L. 94-455, §1906(b)(13)(A),
struck out ‘‘or his delegate’ after ‘‘Secretary’’.

Subsec. (f). Pub. L. 94-455, §1901(a)(16), struck out sub-
sec. (f) relating to effective date of section.

1974—Subsec. (b)(2)(B). Pub. L. 93-406, §2005(c)(15),
substituted ‘‘a lump sum distribution (as defined in sec-
tion 402(e)(4)” for ‘‘total distributions payable (as de-
fined in section 402(a)(3)) which are paid to a distribu-
tee within one taxable year of the distributee by reason
of the employee’s death’.

Subsec. (b)(2)(D). Pub. L. 93-406, §2007(b)(3), sub-
stituted ‘‘if the member or former member of the uni-
formed services by reason of whose death such annuity
is payable’ for ‘‘if the individual who made the elec-
tion under such chapter’.

1969—Subsec. (b)(2)(B)(iii). Pub. L. 91-172 substituted
references to section 170(b)(1)(A) (ii) and (vi), and to re-
ligious organizations, for references to section 503(b)(1),
(2), or (3).

1966—Subsec. (b)(2)(D). Pub. L. 89-365 provided that
par. (1) shall not apply in the case of an annuity under
chapter 73 of title 10 if the individual who made the
election under that chapter died after attaining retire-
ment age.

1962—Subsec. (b)(2)(B)(ii). Pub. L. 87-792, §7(c)(1), sub-
stituted ‘‘described in section 403(a)’’ for ‘‘which meets
the requirements of paragraphs (3), (4), (5), and (6) of
section 401(a)”’.

Subsec. (b)(3). Pub. L. 87-792, §7(c)(2), added par. (3).

1958—Subsec. (b)(2)(B). Pub. L. 85-866 substituted
“This subparagraph shall not apply to total distribu-
tions payable (as defined in section 402(a)(3) which are
paid to a distributee within one taxable year of the dis-
tributee by reason of the employee’s death— for
“(other than total distributions payable, as defined in
section 402(a)(3), which are paid to distributee, by a
stock bonus, pension, or profit-sharing trust described
in section 401(a) which is exempt from tax under sec-
tion 501(a), or under an annuity contract under a plan
which meets the requirements of paragraphs (3), (4), (5),
and (6) of section 401(a), within one taxable year of the
distributee by reason of the employee’s death)”’, and
added cls. (i), (i1), and (iii).

EFFECTIVE DATE OF 2006 AMENDMENT

Pub. L. 109-280, title VIII, §863(d), Aug. 17, 2006, 120
Stat. 1024, provided that: ‘“The amendments made by
this section [enacting section 60391 of this title and
amending this section] shall apply to life insurance
contracts issued after the date of the enactment of this
Act [Aug. 17, 2006], except for a contract issued after
such date pursuant to an exchange described in section
1035 of the Internal Revenue Code of 1986 for a contract
issued on or prior to that date. For purposes of the pre-
ceding sentence, any material increase in the death
benefit or other material change shall cause the con-
tract to be treated as a new contract except that, in
the case of a master contract (within the meaning of
section 264(f)(4)(E) of such Code), the addition of cov-
ered lives shall be treated as a new contract only with
respect to such additional covered lives.”

EFFECTIVE DATE OF 2003 AMENDMENT

Pub. L. 108-121, title I, §110(b)(3), Nov. 11, 2003, 117
Stat. 1342, provided that: ‘“The amendments made by
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this subsection [amending this section] shall apply to
amounts paid after December 31, 2002, with respect to
deaths occurring after such date.”

EFFECTIVE DATE OF 2002 AMENDMENT

Pub. L. 107-134, title I, §102(b), Jan. 23, 2002, 115 Stat.
2429, provided that:

‘(1) EFFECTIVE DATE.—The amendment made by this
section [amending this section] shall apply to taxable
years ending before, on, or after September 11, 2001.

‘“(2) WAIVER OF LIMITATIONS.—If refund or credit of
any overpayment of tax resulting from the amend-
ments made by this section is prevented at any time
before the close of the 1-year period beginning on the
date of the enactment of this Act [Jan. 23, 2002] by the
operation of any law or rule of law (including res judi-
cata), such refund or credit may nevertheless be made
or allowed if claim therefor is filed before the close of
such period.”

EFFECTIVE DATE OF 1997 AMENDMENT

Section 1084(d) of Pub. L. 105-34, as amended by Pub.
L. 105-206, title VI, §6010(0)(3)(B), July 22, 1998, 112 Stat.
816, provided that: ‘“The amendments made by this sec-
tion [amending this section and sections 264, 265, 805,
807, 812, and 832 of this title] shall apply to contracts is-
sued after June 8, 1997, in taxable years ending after
such date. For purposes of the preceding sentence, any
material increase in the death benefit or other mate-
rial change in the contract shall be treated as a new
contract except that, in the case of a master contract
(within the meaning of section 264(f)(4)(E) of the Inter-
nal Revenue Code of 1986), the addition of covered lives
shall be treated as a new contract only with respect to
such additional covered lives. For purposes of this sub-
section, an increase in the death benefit under a policy
or contract issued in connection with a lapse described
in section 501(d)(2) of the Health Insurance Portability
and Accountability Act of 1996 [Pub. L. 104-191, set out
as a note under section 264 of this title] shall not be
treated as a new contract.”

Section 1528(b) of Pub. L. 105-34, as amended by Pub.
L. 107-15, §2, June 5, 2001, 115 Stat. 37, provided that:
“The amendments made by this section [amending this
section] shall apply to amounts received in taxable
years beginning after December 31, 1996, with respect to
individuals dying after such date, and to amounts re-
ceived in taxable years beginning after December 31,
2001, with respect to individuals dying on or before De-
cember 31, 1996.”

EFFECTIVE DATE OF 1996 AMENDMENTS

Section 331(b) of Pub. L. 104-191 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to amounts received after December
31, 1996.”

Section 1402(c) of Pub. L. 104-188 provided that: ‘‘The
amendments made by this section [amending this sec-
tion and sections 406, 407, and 7701 of this title] shall
apply with respect to decedents dying after the date of
the enactment of this Act [Aug. 20, 1996].”"

EFFECTIVE DATE OF 1986 AMENDMENT

Section 1001(d) of Pub. L. 99-514 provided that: ‘“The
amendments made by this section [amending this sec-
tion] shall apply to amounts received with respect to
deaths occurring after the date of the enactment of this
section [Oct. 22, 1986] in taxable years ending after such
date.”

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by section 221(b)(2) of Pub. L. 98-369 ef-
fective Jan. 1, 1984, see section 221(d)(4) of Pub. L.
98-369, set out as an Effective Date note under section
7702 of this title.

Amendment by section 421(b)(2) of Pub. L. 98-369 ap-
plicable to transfers after July 18, 1984, in taxable years
ending after such date, subject to election to have re-
peal apply to transfers after 1983 or to transfers pursu-
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ant to existing decrees, see section 421(d) of Pub. L.
98-369, set out as an Effective Date note under section
1041 of this title.

Amendment by section 713 of Pub. L. 98-369 effective
as if included in the provision of the Tax Equity and
Fiscal Responsibility Act of 1982, Pub. L. 97-248, to
which such amendment relates, see section 715 of Pub.
L. 98-369, set out as a note under section 31 of this title.

EFFECTIVE DATE OF 1982 AMENDMENTS

Section 266(c)(1) of Pub. L. 97-248, as amended by Pub.
L. 98-369, div. A, title II, §221(b)(1), July 18, 1984, 98
Stat. 772, provided that: ‘“The amendments made by
this section [amending this section] shall apply to con-
tracts entered into before January 1, 1985.”

Amendment by section 239 of Pub. L. 97-248 applicable
to decedents dying after Dec. 31, 1983, see section 241(b)
of Pub. L. 97-248, set out as an Effective Date note
under section 416 of this title. Such amendment is ap-
plicable, in the case of amounts received under the plan
of an S corporation, with respect to decedents dying
after Dec. 31, 1982, notwithstanding section 241(b) of
Pub. L. 97-248, see section 6(b)(2) of Pub. L. 97-354, Oct.
19, 1982, 96 Stat. 1697, set out as a note under section
1361 of this title.

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by section 1901(a)(16) of Pub. L. 94-455 ap-
plicable with respect to taxable years beginning after
Dec. 31, 1976, see section 1901(d) of Pub. L. 94-455, set
out as a note under section 2 of this title.

Amendment by section 1906(b)(13)(A) of Pub. L. 94-455
effective Feb. 1, 1977, see section 1906(d)(1) of Pub. L.
94-455, set out as a note under section 6013 of this title.

EFFECTIVE DATE OF 1974 AMENDMENT

Amendment by section 2005(c)(15) of Pub. L. 93-406 ap-
plicable only with respect to distributions and pay-
ments made after Dec. 31, 1973, in taxable years begin-
ning after Dec. 31, 1973, see section 2005(d) of Pub. L.
93-406, set out as a note under section 402 of this title.

Amendment by section 2007(b)(3) of Pub. L. 93-406 ap-
plicable to taxable years ending on or after Sept. 21,
1972, with respect to individuals dying on or after Sept.
21, 1972, see section 2007(c) of Pub. L. 93-406, set out as
a note under section 122 of this title.

EFFECTIVE DATE OF 1969 AMENDMENT

Amendment by Pub. L. 91-172 effective Jan. 1, 1970,
see section 101(k)(1) of Pub. L. 91-172, set out as an Ef-
fective Date note under section 4940 of this title.

EFFECTIVE DATE OF 1966 AMENDMENT

Amendment by Pub. L. 89-365 applicable with respect
to individuals making an election under chapter 73 of
Title 10 who died after Dec. 31, 1965, see section 1(d) of
Pub. L. 89-365, set out as an Effective Date note under
section 122 of this title.

EFFECTIVE DATE OF 1962 AMENDMENT

Amendment by Pub. L. 87-792 applicable to taxable
years beginning after Dec. 31, 1962, see section 8 of Pub.
L. 87-792, set out as a note under section 22 of this title.

EFFECTIVE DATE OF 1958 AMENDMENT

Amendment by Pub. L. 85-866 applicable to taxable
years beginning after Dec. 31, 1957, see section 23(g) of
Pub. L. 85-866, set out as a note under section 403 of
this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1998

For provisions directing that if any amendments
made by subtitle D [§§1401-1465] of title I of Pub. L.
104-188 require an amendment to any plan or annuity
contract, such amendment shall not be required to be
made before the first day of the first plan year begin-
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ning on or after Jan. 1, 1998, see section 1465 of Pub. L.
104-188, set out as a note under section 401 of this title.

FLEXIBLE PREMIUM CONTRACTS ISSUED DURING 1984
WHICH MEET REQUIREMENTS OF SECTION 7702 TREAT-
ED AS MEETING REQUIREMENTS OF SECTION 101(f)

Flexible premium contracts issued during 1984 which
meet requirements of section 7702 of this title treated
as meeting requirements of subsec. (f) of this section,
see section 221(b)(3) of Pub. L. 98-369, as added by Pub.
L. 99-514, set out as a note under section 7702 of this
title.

SPECIAL RULES FOR CONTRACTS ENTERED INTO BEFORE
JANUARY 1, 1983

Section 266(c)(2), (3) of Pub. L. 97-248, as amended by
Pub. L. 97-448, title III, §306(a)(13), Jan. 12, 1983, 96 Stat.
2405; Pub. L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, pro-
vided that:

¢(2) SPECIAL RULE FOR CONTRACTS ENTERED INTO BE-
FORE JANUARY 1, 1983.—Any contract entered into before
January 1, 1983, which meets the requirements of sec-
tion 101(f) of the Internal Revenue Code of 1986 [for-
merly I.R.C. 1954] on the date which is 1 year after the
date of the enactment of this Act [Sept. 3, 1982] shall be
treated as meeting the requirements of such section for
any period before the date on which such contract
meets such requirements. Any death benefits paid
under a flexible premium life insurance contract (with-
in the meaning of section 101(f)(3)(A) of such Code) be-
fore the date which is 1 year after such date of enact-
ment [Sept. 3, 1982] shall be excluded from gross in-
come.

¢“(3) SPECIAL RULE FOR CERTAIN CONTRACTS.—AnNy con-
tract entered into before January 1, 1983, shall be treat-
ed as meeting the requirements of subparagraph (A) of
section 101(f)(1) of such Code if such contract would
meet such requirements if section 101(f)(2)(C) of such
Code were applied by substituting ‘3 percent’ for ‘4 per-
cent’.”

§ 102. Gifts and inheritances

(a) General rule

Gross income does not include the value of
property acquired by gift, bequest, devise, or in-
heritance.

(b) Income

Subsection (a) shall not exclude from gross in-
come—
(1) the income from any property referred to
in subsection (a); or
(2) where the gift, bequest, devise, or inherit-
ance is of income from property, the amount
of such income.

Where, under the terms of the gift, bequest, de-
vise, or inheritance, the payment, crediting, or
distribution thereof is to be made at intervals,
then, to the extent that it is paid or credited or
to be distributed out of income from property, it
shall be treated for purposes of paragraph (2) as
a gift, bequest, devise, or inheritance of income
from property. Any amount included in the
gross income of a beneficiary under subchapter
J shall be treated for purposes of paragraph (2)
as a gift, bequest, devise, or inheritance of in-
come from property.

(c) Employee gifts
(1) In general

Subsection (a) shall not exclude from gross
income any amount transferred by or for an
employer to, or for the benefit of, an em-
ployee.
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(2) Cross references

For provisions excluding certain employee
achievement awards from gross income, see section
74(c).

For provisions excluding certain de minimis
fringes from gross income, see section 132(e).

(Aug. 16, 1954, ch. 736, 68A Stat. 28; Pub. L. 99-514,
title I, §122(b), Oct. 22, 1986, 100 Stat. 2110.)

AMENDMENTS
1986—Subsec. (¢). Pub. L. 99-514 added subsec. (c).

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by Pub. L. 99-514 applicable to prizes and
awards granted after Dec. 31, 1986, see section 151(c) of
Pub. L. 99-514, set out as a note under section 1 of this
title.

§103. Interest on State and local bonds

(a) Exclusion

Except as provided in subsection (b), gross in-
come does not include interest on any State or
local bond.

(b) Exceptions
Subsection (a) shall not apply to—

(1) Private activity bond which is not a quali-
fied bond

Any private activity bond which is not a
qualified bond (within the meaning of section
141).

(2) Arbitrage bond

Any arbitrage bond (within the meaning of
section 148).

(3) Bond not in registered form, etc.

Any bond unless such bond meets the appli-
cable requirements of section 149.

(c) Definitions
For purposes of this section and part IV—
(1) State or local bond

The term ‘‘State or local bond’ means an
obligation of a State or political subdivision
thereof.

(2) State

The term ‘‘State’” includes the District of
Columbia and any possession of the United
States.

(Aug. 16, 1954, ch. 736, 68A Stat. 29; Pub. L. 90-364,
title I, §107(a), June 28, 1968, 82 Stat. 266; Pub. L.
90-634, title IV, §401(a), Oct. 24, 1968, 82 Stat.
1349; Pub. L. 91-172, title VI, §601(a), Dec. 30,
1969, 83 Stat. 6566; Pub. L. 92-178, title III, §315(a),
(b), Dec. 10, 1971, 85 Stat. 529; Pub. L. 94-164,
§7(a), Dec. 23, 1975, 89 Stat. 976; Pub. L. 94-182,
title III, §301(a), Dec. 31, 1975, 89 Stat. 1056; Pub.
L. 94455, title XIX, §§1901(a)(17), (b)(8)(B),
1906(b)(13)(A), title XXI, §§2105(a)—(c), 2137(d),
Oct. 4, 1976, 90 Stat. 1765, 1766, 1794, 1834, 1902,
1931; Pub. L. 95-339, title II, §201(a), Aug. 8, 1978,
92 Stat. 467; Pub. L. 95-600, title III, §§331(a), (b),
332(a), 333(a), 334(a), (b), title VII, §703(j)(1),
(a)(1), Nov. 6, 1978, 92 Stat. 2839-2841, 2941, 2944;
Pub. L. 96-222, title I, §107(a)(3)(C), Apr. 1, 1980,
94 Stat. 223; Pub. L. 96-223, title II, §§241(a),
242(a), 244(a), Apr. 2, 1980, 94 Stat. 281, 283, 286;
Pub. L. 96499, title XI, §1103, Dec. 5, 1980, 94
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Stat. 2669; Pub. L. 97-34, title VIII, §§811(a), (b),
812(a), Aug. 13, 1981, 95 Stat. 349, 350; Pub. L.
97-248, title II, §§214(a)—(e), 215(a), (b), 217(a)—(d),
219(a), 221(a), (b), (c)(1), title III, §310(b)(1), (c)(1),
(2), Sept. 3, 1982, 96 Stat. 466-469, 472-474, 477, 478,
596, 599; Pub. L. 97-424, title V, §547(a), Jan. 6,
1983, 96 Stat. 2199; Pub. L. 97473, title II,
§202(b)(2), Jan. 14, 1983, 96 Stat. 2609; Pub. L.
98-369, div. A, title IV, §474(r)(4), title VI,
§§ 621-624(a), (b)(2), (3), 626(a), 627, 628(a), (c)-(e),
(g), 630, July 18, 1984, 98 Stat. 839, 915-922, 924,
926, 928, 931-933; Pub. L. 99-272, title XIII,
§13209(e), Apr. 7, 1986, 100 Stat. 323; Pub. L.
99-514, title XIII, §1301(a), title XVIII,
§§1864(a)(1), (b)-(e), 1865(a), 1869(a), (b), 1870,
1871(a)(1), (b), 1899A(2)-(4), Oct. 22, 1986, 100 Stat.
2602, 2885, 2886, 2888, 2890, 2891, 2958; Pub. L.
100-647, title I, §1013(a)(34)(A), (¢)(12)(A), Nov. 10,
1988, 102 Stat. 3544, 3547.)

AMENDMENTS

1988—Subsec. (b)(6)(N). Pub. L. 100-647, §1013(c)(12)(A),
amended subpar. (N), as in effect on the day before the
date of the enactment of Pub. L. 99-514 [Oct. 22, 1986],
by redesignating cls. (ii) and (iii) as (iii) and (iv), re-
spectively, and by striking out cl. (i) and inserting in
lieu thereof the following new cls.:

‘(i) IN GENERAL.—Except as provided in clause (ii),
this paragraph shall not apply to any obligation issued
after December 31, 1986.

‘(i) CERTAIN REFUNDINGS.—This paragraph shall
apply to any obligation (or series of obligations) issued
to refund an obligation issued on or before December
31, 1986, if—

‘“(I) the average maturity date of the issue of which
the refunding obligation is a part is not later than
the average maturity date of the obligations to be re-
funded by such issue,

‘“(IT1) the amount of the refunding obligation does
not exceed the outstanding amount of the refunded
obligation, and

‘(III) the proceeds of the refunding obligation are
used to redeem the refunded obligation not later than
90 days after the date of the issuance of the refunding
obligation.

For purposes of subclause (I), average maturity shall be
determined in accordance with subsection (b)(14)(B)(i).”

Subsec. (c)(7). Pub. L. 100-647, §1013(a)(34)(A), amend-
ed par. (7), as in effect on the day before the date of the
enactment of Pub. L. 99-514 [Oct. 22, 1986], by substitut-
ing ‘“‘necessary’’ for ‘“‘necessary’’.

1986—Pub. L. 99-514, §1301(a), in amending section
generally, substituted ‘‘Interest on State and local
bonds” for ‘‘Interest on certain governmental obliga-
tions’ in section catchline.

Subsec. (a). Pub. L. 99-514, §1301(a), substituted ‘‘Ex-
clusion” for ‘‘General rule’” in heading and amended
text generally. Prior to amendment, text read as fol-
lows: ““Gross income does not include interest on—

‘(1) the obligations of a State, a Territory, or a
possession of the United States, or any political sub-
division of any of the foregoing, or of the District of
Columbia; and

‘“(2) qualified scholarship funding bonds.”’

Subsec. (b). Pub. L. 99-514, §1301(a), in amending sec-
tion generally, substituted provision relating to excep-
tions for provision relating to industrial development
bonds.

Subsec. (b)(11). Pub. L. 99-272 struck out par. (11) re-
lating to pollution control facilities acquired by re-
gional pollution control authorities.

Subsec. (b)(13), (14)(A). Pub. L. 99-514, §1871(b), sub-
stituted ‘‘and (6)” for ““(6), and (7).

Subsec. (b)(16)(A). Pub. L. 99-514, §1870, substituted
“‘clause (ii)” for ‘‘clause (i)”.

Subsec. (b)(17)(A). Pub. L. 99-514, §1871(b), substituted
“and (6)” for ‘“(6), and (7).
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Subsec. (¢). Pub. L. 99-514, §1301(a), in amending sec-
tion generally, substituted provision relating to defini-
tions for provision relating to arbitrage.

Subsecs. (d) to (g). Pub. L. 99-514, §1301(a), in amend-
ing section generally, struck out subsecs. (d) to (g)
which related to certain irrigation dams, qualified
scholarship funding bonds, certain federally guaranteed
obligations, and qualified steam-generating or alcohol-
producing facilities, respectively.

Subsec. (h). Pub. L. 99-514, §1301(a), in amending sec-
tion generally, struck out subsec. (h) which provided
that obligations must not be guaranteed.

Subsec. (h)(2)(A). Pub. L. 99-514, §1899A(2),
stituted ‘‘guaranteed’ for ‘‘guaranted’.

Subsec. (h)(5)(A). Pub. L. 99-514, §1865(a), struck out
‘“‘the United States,”” after ‘‘program of”’.

Subsecs. (i) to (k). Pub. L. 99-514, §1301(a), in amend-
ing section generally, struck out subsecs. (i) to (k)
which related to obligations of certain volunteer fire
departments, provided that obligations must be in reg-
istered form to be tax-exempt, and required public ap-
proval for industrial development bonds, respectively.

Subsec. (I). Pub. L. 99-514, §1301(a), in amending sec-
tion generally, struck out subsec. (I) which related to
information reporting requirements for certain bonds.

Subsec. (D)(2)(F). Pub. L. 99-514, §1864(d), added sub-
par. (F) which read: ‘‘if such obligation is a private ac-
tivity bond (as defined in subsection (n)(7)), such infor-
mation as the Secretary may require for purposes of de-
termining whether the requirements of subsection (n)
are met with respect to such obligation.”

Subsec. (m). Pub. L. 99-514, §1301(a), in amending sec-
tion generally, struck out subsec. (m) which related to
obligations exempt other than under this title.

Subsec. (m)(1). Pub. L. 99-514, §1871(a)(1), substituted
“(3), (k), (D), (n), and (0)” for *“(k), (1), and (n)”.

Subsec. (m)(3)(B). Pub. L. 99-514, §1899A(3),
stituted ¢‘608(a)(6)(A)”’ for “‘608(6)(A)’.

Subsec. (n). Pub. L. 99-514, §1301(a), in amending sec-
tion generally, struck out subsec. (n) which related to
limitation on aggregate amount of private activity
bonds issued during any calendar year.

Subsec. (n)(6)(A), (B)({). Pub. L. 99-514, §1864(b), sub-
stituted ‘‘governmental units or other authorities’ for
“‘governmental units’’.

Subsec. (M)(7T)(C)(i). Pub. L. 99-514, §1864(c), sub-
stituted ‘‘all of the property to be financed by the obli-
gation” for ‘‘the property described in such para-
graph’’.

Subsec. (n)(10)(B). Pub. L. 99-514, §1864(e), substituted
“identify project’ for ‘‘specify project’” in heading and
“identify (with reasonable specificity) the project’ for
‘“‘specify the project’ in text of subpar. (B)(i).

Subsec. (n)(10)(D). Pub. L. 99-514, §1864(e)(2), sub-
stituted ‘‘any identification or specification” for ‘“‘any
specification”.

Subsec. (n)(13). Pub. L. 99-514, §1864(a)(1), added par.
(13).

Subsec. (0). Pub. L. 99-514, §1301(a), in amending sec-
tion generally, struck out subsec. (o) relating to con-
sumer loan bonds.

Pub. L. 99-514, §1869(a), (b)(1), substituted ‘‘Private
loan bonds” for ‘‘Consumer loan bonds’ in subsection
and par. (2) headings, ‘‘private loan bond’ for ‘‘con-
sumer loan bond” in text of pars. (1), (2)(A) and (B), and
“‘subsection (¢)(6)(H)(i)’ for ‘‘subsection (c)(6)(G)(i)” in
par. (2)(C)(i).

Pub. L. 99-514, §1869(b)(2), redesignated subsec. (0), re-
lating to cross references, as (p).

Subsec. (p). Pub. L. 99-514, §1301(a), in amending sec-
tion generally, struck out subsec. (p) which related to
cross references.

Pub. L. 99-514, §1869(b)(2), redesignated former subsec.
(0), relating to cross references, as (p).

Subsec. (p)(4). Pub. L. 99-514, §1899A(4), substituted
“October 27, 1949 (48 U.S.C. 1403)” for ‘‘October 27, 1919
(48 U.S.C. 1403)".

1984—Subsec. (b)(4). Pub. L. 98-369, §628(e), inserted
“For purposes of subparagraph (A), any property shall
not be treated as failing to be residential rental prop-

sub-

sub-
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erty merely because part of the building in which such
property is located is used for purposes other than resi-
dential rental purposes.”

Subsec. (b)(6)(F)({iv). Pub. L. 98-369, §474(r)(4), sub-
stituted ‘“‘section 30(b)(2)(A)” for ‘‘section 44F(b)(2)(A)”.

Subsec. (b)(6)(N). Pub. L. 98-369, §630, designated ex-
isting provisions as cl. (i) and added cls. (ii) and (iii).

Subsec. (b)(6)(P). Pub. L. 98-369, §628(c), added subpar.
(P).

Subsec. (b)(7). Pub. L. 98-369, §628(g), repealed par. (7)
which related to advance refunding of qualified public
facilities.

Subsec. (b)(13). Pub. L. 98-369, §628(d), inserted ‘‘For
purposes of this paragraph— (A) a partnership and each
of its partners (and their spouses and minor children)
shall be treated as related persons, and (B) an S cor-
poration and each of its shareholders (and their spouses
and minor children) shall be treated as related per-
sons.”’

Subsec. (b)(15). Pub. L. 98-369, §623, added par. (15).

Subsec. (b)(16) to (18). Pub. L. 98-369, §627, added pars.
(16) to (18).

Subsec. (c). Pub. L. 98-369, §624(b)(2),
“bonds’ after ‘‘Arbitrage’ in heading.

Subsec. (c)(1). Pub. L. 98-369, §624(b)(3), inserted ‘‘to
arbitrage bonds’’ in heading.

Subsec. (¢)(6), (7). Pub. L. 98-369, §624(a), added par.
(6) and redesignated former par. (6) as (7).

Subsec. (h). Pub. L. 98-369, §622, amended subsec. (h)
generally, in par. (1) substituting provisions that obli-
gations are not included in the section if they are fed-
erally guaranteed for provisions which excluded obliga-
tions guaranteed, in whole or part, by the U.S. under a
program to conserve energy, or under other Federal or
State programs, in par. (2) substituting provisions de-
fining ‘‘federally guaranteed’ for provisions setting
forth obligations to which this subsection applies, and
adding pars. (3) to (5).

Subsec. (m)(1). Pub. L. 98-369, §628(a)(1), inserted “‘In
the case of an obligation issued after December 31, 1983,
such obligation shall not be treated as described in this
paragraph unless the appropriate requirements of sub-
sections (b), (¢), (h), (k), (I), and (n) of this section and
section 103A are met with respect to such obligation.
For purposes of applying such requirements, a posses-
sion of the United States shall be treated as a State;
except that clause (ii) of subsection (n)(4)(A) shall not
apply.”’

Subsec. (m)(2)(B). Pub. L. 98-369, §628(a)(2), sub-
stituted ‘‘is exempt from tax under this title without
regard to any provision of law which is not contained
in this title and which is not contained in a revenue
Act” for ‘‘is exempt from taxation under any provision
of this title”.

Subsec. (m)(3). Pub. L. 98-369, §628(a)(3), added par.
3).

Subsec. (n). Pub. L. 98-369, §621, added subsec. (n).
Former subsec. (n), relating to cross references, redes-
ignated (o).

Subsec. (0). Pub. L. 98-369, §626(a), added subsec. (0)
relating to consumer loan bonds.

Pub. L. 98-369, §621, redesignated subsec. (n), relating
to cross references, as (0).

1983—Subsec. (m). Pub. L. 97424, §547(a), added sub-
sec. (m). Former subsec. (m) redesignated (n).

Pub. L. 97-473 amended subsec. (m) generally, adding
pars. (1) and (2), redesignating former pars. (1) to (3) as
(3) to (b), respectively, and striking out par. (24) which
had provided reference regarding exempt-interest divi-
dends to section 852(b)(5)(B.) See section 722(b) of Pub.
L. 98-369, set out as a note below.

Subsec. (n). Pub. L. 97-424, §547(a), redesignated
former subsec. (m), relating to cross references, as (n).

1982—Subsec. (b)(2). Pub. L. 97-248, §215(b)(2), sub-
stituted ‘“‘For purposes of this section’ for ‘‘For pur-
poses of this subsection”.

Subsec. (b)(4). Pub. L. 97-248, §§217(a)(1), (b), 221(a),
(c)(1), 310(c)(1), in subpar. (A) substituted ‘if at all
times during the qualified project period” for ‘‘if each
obligation issued pursuant to the issue is in registered

struck out
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form and if”’ after ‘‘residential rental property’’, and
struck out ‘(within the meaning of section
167(k)(3)(B))” after ‘‘low or moderate income’, added
subpar. (J), struck out provision that for purposes of
subpar. (A), ‘‘targeted area project’ meant a project lo-
cated in a qualified census tract (within the meaning of
section 103A(k)(2)) or an area of chronic economic dis-
tress (within the meaning of section 103A(k)(3)) and, in
last sentence, substituted ‘“‘electric energy or gas from”
for ‘‘electric energy from™’.

Subsec. (b)(6)(C). Pub. L. 97-248, §217(a)(3), substituted
“‘paragraph (13)”’ for ‘‘paragraph (7).

Subsec. (b)(6)(F)(iv). Pub. L. 97-248, §214(d), added cl.
@iv).

Subsec. (b)(6)(K) to (O). Pub. L. 97-248, §214(a)-(c), (e),
added subpars. (K) to (O).

Subsec. (b)(9)(A). Pub. L. 97-248, §217(c), inserted
“ferry,” after ‘‘rail car’’ in provisions preceding cl. (i),
and in cl. (ii), inserted ‘‘(or, in the case of a ferry, mass
transportation services)” after ‘‘mass commuting serv-
ices”.

Subsec. (b)(10). Pub. L. 97-248, §217(a)(2), added par.
(10). Former par. (10) redesignated (13).

Subsec. (b)(11). Pub. L. 97-248, §217(d), added par. (11).

Subsec. (b)(12). Pub. L. 97-248, §221(b), added par. (12).
[Provisions of par. (12)(A) were formerly contained, as
undesignated provisions, in par. (4).]

Subsec. (b)(13). Pub. L. 97-248, §217(a)(2), redesignated
former par. (10) as (13).

Subsec. (b)(14). Pub. L. 97-248, §219(a), added par. (14).

Subsec. (h). Pub. L. 97-248, §310(c)(2), substituted
“must not be guaranteed or subsidized” for ‘‘must be in
registered form and not guaranteed or subsidized” in
heading, and in par. (1) struck out subpar. (A) reading
‘“‘such obligation is not issued in registered form’, and
redesignated subpars. (B) and (C) as (A) and (B), respec-
tively.

Subsec. (j). Pub. L. 97-248, §310(b)(1), added subsec. (j).
Former subsec. (j), relating to cross references, redesig-
nated (m).

Subsec. (k). Pub. L. 97-248, §215(a), added subsec. (k).

Subsec. (I). Pub. L. 97-248, §215(b)(1), added subsec. ().

Subsec. (m). Pub. L. 97-248, §§2156(a), (b)(1), 310(b)(1),
redesignated former subsec. (j), relating to cross ref-
erences, as (m).

1981—Subsec. (b)(4)(I). Pub. L. 97-34, §811(a), added
subpar. (I).

Subsec. (b)(9), (10). Pub. L. 97-34, §811(b), added par.
(9) and redesignated former par. (9) as (10).

Subsecs. (i), (j). Pub. L. 97-34, §812(a), added subsec.
(i) and redesignated former subsec. (i) as (j).

1980—Subsec. (b)(4). Pub. L. 96-499, §1103(b), inserted
before last sentence provisions defining ‘‘targeted area
project’ for purposes of subpar. (A).

Subsec. (b)(4)(A). Pub. L. 96-499, §1103(a), substituted
provisions relating to low or moderate income residen-
tial rental property for provisions relating to residen-
tial real property for family units.

Subsec. (b)(4)(H). Pub. L. 96-223, §242(a)(1), added sub-
par. (H).

Subsec. (b)(6)(J). Pub. L. 96-499, §1103(c), added sub-
par. (J).

Subsec. (b)(8), (9). Pub. L. 96-223, §242(a)(2), added par.
(8) and redesignated former par. (8) as (9).

Subsec. (c)(5). Pub. L. 96-222, §107(a)(3)(C), amended
the directory language of Pub. L. 96-500, § 703(q)(1). See
1978 Amendment note below for subsec. (c)(b).

Subsec. (g). Pub. L. 96-223, §241(a), added subsec. (g).
Former subsec. (g) redesignated (i).

Subsec. (h). Pub. L. 96223, §244(a), added subsec. (h).

Subsec. (i). Pub. L. 96-223, §§241(a), 244(a), redesig-
nated former subsec. (g) as (i).

1978—Subsec. (b)(1). Pub. L. 95-600, §703(j)(1)(A), sub-
stituted ‘‘subsection (a)(1) or (2)” for ‘‘subsection
(a)(1)” in heading.

Subsec. (b)(4). Pub. L. 95600, §§332(a), 333(a), in sub-
par. (G)(i) inserted reference to electric utility, indus-
trial, agricultural, or commercial users and added sub-
par. (G)(ii) and provision following subpar. (G)(ii) relat-
ing to the local furnishing of electric energy.
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Subsec. (b)(6)(D). Pub. L. 95-600, §331(a), substituted
in heading and cl. (i) ‘$10,000,000"" for ‘‘$5,000,000"".

Subsec. (b)(6)(I). Pub. L. 95-600, §331(b), added subpar.
.

Subsec. (b)(7), (8). Pub. L. 95600, §334(a), (b), added
par. (7), redesignated former par. (7) as (8) and, as so re-
designated, substituted “‘(6), and (7)’ for ‘‘and (6)"’.

Subsec. (¢)(1). Pub. L. 95-600, § 703(j)(1)(B), substituted
in heading and text ‘‘(a)(1) or (2)” for ‘““(a)(1) or (4)”.

Subsec. (c)(2)(A). Pub. L. 95-600, §703(j)(1)(C), sub-
stituted ‘‘subsection (a)(1) or (2)” for ‘‘subsection (a)(1)
or (2) or (4)”.

Subsec. (¢)(5). Pub. L. 95-600, §703(j))(1)(D), (q)(1), as
amended by Pub. L. 96-222, §107(a)(3)(C), substituted
‘‘section 438 of the Higher Education Act of 1965 for
‘“‘section 2 of the Emergency Insured Student Loan Act
of 1969 and ‘‘paragraph (2)(A)” for ‘‘subsection
(@) (2)(A)”.

Subsec. (d). Pub. L. 95-600, §703(j)(1)(E), substituted
‘“‘subsection (b)(4)(G)”’ for ‘‘subsection (c)(4)(G)”.

Subsec. (e). Pub. L. 95-339 redesignated second subsec.
(e), relating to cross references, as (g).

Subsec. (f). Pub. L. 95-339 added subsec. (f).

Subsec. (g). Pub. L. 95-339 redesignated second subsec.
(e), relating to cross references, as (g).

1976—Subsec. (a). Pub. L. 94-455, §§1901(a)(17)(A),
2105(a), added par. (2) relating to qualified scholarship
funding bonds. Former pars. (2) and (3), relating to obli-
gations of the United States and to the obligations of
corporations organized under an Act of Congress, were
struck out.

Subsec. (b). Pub. L. 94-455, §1901(a)(17)(B), (C), redesig-
nated subsec. (¢c) as (b) and in par. (1) of subsec. (b) as
so redesignated substituted ‘‘subsection (a)(1) or (2)”
for ‘“‘subsection (a)(1)”’. Former subsec. (b), which cre-
ated an exception to the rule that gross income did not
include interest on obligations of the United States, by
providing that the exception did not apply to obliga-
tions of the United States (with specified exceptions)
unless under the authorizing Acts such interest is whol-
ly exempt from the taxes imposed by this subtitle, was
struck out.

Subsec. (c). Pub. L. 94455, §§1901(a)(17)(B), (D),
(0)(8)(B), 1906(b)(13)(A), 2105(c), redesignated subsec. (d)
as (¢) and, in subsec. (¢) as so redesignated, substituted
‘“(a)(1) or (4)” for ““(a)(1)” in par. (1) and ‘‘(a)(1) or (2) or
(4)” for ‘“(a)(1)” in par. (2)(A), substituted ‘‘educational
organization described in section 170(b)(1)(A)(ii)” for
‘‘educational institution (within the meaning of sec-
tion 151(e)(4))” in par. (3)(A), added par. (5), redesig-
nated former par. (5) as (6), and in par. (6) as so redesig-
nated substituted ‘‘Secretary’ for ‘‘Secretary or his
delegate’’. Former subsec. (¢) redesignated (b).

Subsec. (d). Pub. L. 94-455, §1901(a)(17)(B), redesig-
nated subsec. (e) as (d). Former subsec. (d) redesignated
(c).

Subsec. (e). Pub. L. 94455, §§1901(a)(17)(B), (B),
2105(b), 2137(d), added subsec. (e) relating to qualified
scholarship funding bonds, redesignated former subsec.
(f) relating to cross references as a second subsec. (e),
reduced the number of cross references in subsec. (e) as
so redesignated from twenty-three (which made ref-
erence to various obligations of the United States and
of corporations organized under Acts of Congress) to
three, relating, respectively, to Puerto Rican bonds,
Virgin Islands insular and municipal bonds, and certain
obligations issued under title I of the Housing Act of
1949, and inserted a fourth cross reference, designated
as par. (24) relating to the treatment of exempt-interest
dividends. Former subsec. (e) redesignated (d).

Subsec. (f). Pub. L. 94-455, §1901(a)(17)(B), redesig-
nated subsec. (f), relating to cross references, as (e).

1975—Subsecs. (e), (f). Pub. L. 94-182 and Pub. L. 94-164
made identical amendments, adding subsec. (e) and re-
designating former subsec. (e) as (f).

1971—Subsec. (c)(4)(E). Pub. L. 92-178, §315(a)(1), sub-
stituted ‘‘energy or gas,” for ‘‘energy, gas, or water
or”.

Subsec. (c)(4)(F). Pub. L. 92-178, §315(a)(2), substituted
‘., or” for a period.
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Subsec. (¢)(4)(G). Pub. L. 92-178, §315(a)(3), added sub-
par. (G).

Subsec. (c)(6)(F)@dii). Pub. L. 92-178, §315(b),
stituted ‘“$1,000,000” for ‘‘$250,000°.

1969—Subsecs. (d), (e). Pub. L. 91-172 added subsec. (d)
and redesignated former subsec. (d) as (e).

1968—Subsec. (c¢). Pub. L. 90-364 added subsec. (c).
Former subsec. (¢) redesignated (d).

Subsec. (c)(6)(D) to (H). Pub. L. 90-634 added subpars.
(D) to (H).

Subsec. (d). Pub. L. 90-364 redesignated former subsec.
(c) as (d).

EFFECTIVE DATE OF 1988 AMENDMENT

Section 1013(a)(34)(B) of Pub. L. 100-647 provided that:
‘“Subparagraph (A) [amending this section] shall apply
to obligations sold after May 2, 1978, and to which
Treasury regulation section 1.103-13 (1979) was provided
to apply.”

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by section 1301(a) of Pub. L. 99-514 appli-
cable to bonds issued after Aug. 15, 1986, except as
otherwise provided, see sections 1311 to 1318 of Pub. L.
99-514, set out as an Effective Date; Transitional Rules
note under section 141 of this title.

Amendment by sections 1864(b)-(e), 1865(a), 1869(a),
(b), 1870, and 1871(b) of Pub. L. 99-514 effective, except
as otherwise provided, as if included in the provisions
of the Tax Reform Act of 1984, Pub. L. 98-369, div. A, to
which such amendment relates, see section 1881 of Pub.
L. 99-514, set out as a note under section 48 of this title.

Section 1864(a)(2) of Pub. L. 99-514 provided that:

‘““(A) Except as provided in subparagraph (B), the
amendment made by paragraph (1) [amending this sec-
tion] shall apply to obligations issued after the date of
the enactment of this Act [Oct. 22, 1986] in taxable
years ending after such date.

‘“(B) At the election of the issuer (made at such time
and in such manner as the Secretary of the Treasury or
his delegate shall prescribe), the amendment made by
paragraph (1) shall apply to any obligation issued on or
before the date of the enactment of this Act.”

Section 1871(a)(2) of Pub. L. 99-514 provided that:
“The amendment made by paragraph (1) [amending this
section] shall apply to obligations issued after March
28, 1985, in taxable years ending after such date.”

sub-

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by section 474(r)(4) of Pub. L. 98-369 ap-
plicable to taxable years beginning after Dec. 31, 1983,
and to carrybacks from such years, see section 475(a) of
Pub. L. 98-369, set out as a note under section 21 of this
title.

Section 624(c) of Pub. L. 98-369, as amended by Pub.
L. 99-514, title XVIII, §1867(a), Oct. 22, 1986, 100 Stat.
2888, provided that:

‘(1) IN GENERAL.—Except as otherwise provided in
this subsection, the amendments made by this section
[amending this section and section 103A of this title]
shall apply with respect to bonds issued after December
31, 1984.

‘(2) EXCEPTION.—The amendments made by this sec-
tion shall not apply to obligations issued for the Essex
County New Jersey Resource Recovery Project author-
ized by the Port Authority of New York and New Jer-
sey on November 10, 1983, as part of an agreement ap-
proved by Essex County, New Jersey, on July 7, 1981,
and approved by the State of New Jersey on December
31, 1981. The aggregate face amount of bonds to which
this paragraph applies shall not exceed $350,000,000.”

Section 626(b) of Pub. L. 98-369, as amended by Pub.
L. 99-514, §2, title XIII, §1317(22), title XVIII, §1869(c)(5),
Oct. 22, 1986, 100 Stat. 2095, 2698, 2890; Pub. L. 100-647,
title I, §1013(g)(24), Nov. 10, 1988, 102 Stat. 3554, provided
that:

‘(1) IN GENERAL.—Except as otherwise provided in
this subsection the amendment made by subsection (a)
[amending this section] shall apply to obligations is-
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sued after the date of enactment of this Act [July 18,
1984].

‘(2) EXCEPTIONS FOR CERTAIN STUDENT LOAN PRO-
GRAMS.—

‘“(A) IN GENERAL.—The amendments made by this
section [amending this section] shall not apply to ob-
ligations issued by a program described in the follow-
ing table to the extent the aggregate face amount of
such obligations does not exceed the amount of allow-
able obligations specified in the following table with
respect to such program:

Amount of Al-
lowable Obli-
gations

Program

Colorado Student Obligation Bond Author-
i $60 million
Connecticut Higher Education
mentary Loan Authority .
District of Columbia
Illinois Higher Education Author: 1ty
State of Iowa ......cccovvveiiiiiiiiiiiiiiiinnn
Louisiana Public Facilities Authority . .
Maine Health and Higher Education Facﬂk
ties AUthOrity ..oovveiviiiiiiiiiieiieiieeieieeeens
Maryland Higher Education Supplemental
L0an Program ........cceuveueiniiniinieneeneaneaneannanns
Massachusetts College Student Loan Au-

$15.5 million
$50 million
$70 million
$16 million
$75 million

$5 million

$24 million

BROTILY eiveeiieeieee e $90 million
Minnesota Higher Education Coordinating
BOATA ceeiiiiiiiiiiiiiieree et $60 million

New Hampshire Higher Education and
Health Facilities Authority
New York Dormitory Authority
Pennsylvania Higher Education Assis
Agency ...
Georgia Pri
thority .
Wisconsin S 1
South Dakota Health and Educatlona
cilities Authority

‘(B) PENNSYLVANIA HIGHER EDUCATION ASSISTANCE
AGENCY.—Subparagraph (A) shall apply to obligations
issued by the Pennsylvania Higher Education Assist-
ance Agency only if such obligations are issued solely
for the purpose of refunding student loan bonds out-
standing on March 15, 1984.
¢“(3) CERTAIN TAX-EXEMPT MORTGAGE SUBSIDY BONDS.—

For purposes of applying section 103(0) of the Internal
Revenue Code of 1986 [formerly I.R.C. 1954], the term
‘consumer loan bond’ shall not include any mortgage
subsidy bond (within the meaning of section 103A(b) of
such Code) to which the amendments made by section
1102 of the Mortgage Subsidy Bond Tax Act of 1980 [en-
acting section 103A of this title] do not apply.

‘“(4) REFUNDING EXCEPTION.—The amendments made
by this section [amending this section] shall not apply
to any obligation or series of obligations the proceeds
of which are used exclusively to refund obligations is-
sued before March 15, 1984, except that—

‘“(A) the amount of the refunding obligations may
not exceed 101 percent of the aggregate face amount
of the refunded obligations, and

‘“(B) the maturity date of any refunding obligation
may not be later than the date which is 17 years after
the date on which the refunded obligation was issued
(or, in the case of a series of refundings, the date on
which the original obligation was issued).
¢“(5) EXCEPTION FOR CERTAIN ESTABLISHED PROGRAMS.—

The amendments made by this section [amending this
section] shall not apply to any obligation substantially
all of the proceeds of which are used to carry out a pro-
gram established under State law which has been in ef-
fect in substantially the same form during the 30-year
period ending on the date of enactment of this Act
[July 18, 1984], but only if such proceeds are used to
make loans or to fund similar obligations—

““(A) in the same manner in which,

‘“(B) in the same (or lesser) amount per participant,
and

‘“(C) for the same purposes for which,

such program was operated on March 15, 1984. This sub-
paragraph shall not apply to obligations issued on or
after March 15, 1987.

‘(6) CERTAIN BONDS FOR RENEWABLE ENERGY PROP-

ERTY.—The amendments made by this section [amend-

$39 million
$120 million

$300 million

$31 million
$60 million

$6 million
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ing this section] shall not apply to any obligations de-
scribed in section 243 of the Crude Oil Windfall Profit
Tax Act of 1980 [Pub. L. 96-223, set out as a note below].

“(7) EXCEPTION FOR CERTAIN DOWNTOWN REDEVELOP-
MENT PROJECT.—The amendments made by this section
[amending this section] shall not apply to any obliga-
tion which is issued as part of an issue 95 percent or
more of the proceeds of which are to be used to provide
a project to acquire and redevelop a downtown area if—
‘“(A) on August 15, 1985, a downtown redevelopment
authority adopted a resolution to issue obligations
for such project,
‘“(B) before September 26, 1985, the city expended, or
entered into binding contracts to expend, more than
$10,000,000 in connection with such project, and
‘(C) the State supreme court issued a ruling re-
garding the proposed financing structure for such
project on December 11, 1985.
The aggregate face amount of obligations to which this
paragraph applies shall not exceed $85,000,000 and such
obligations must be issued before January 1, 1992.”

Section 631 of Pub. L. 98-369, as amended by Pub. L.
99-514, §2, title XIII, §§1316(j), 1317(43), title XVIII,
§1872(a)-(c)(1), Oct. 22, 1986, 100 Stat. 2095, 2670, 2708,
2891, 2892; Pub. L. 100-647, title I, §1013(f)(8), (g)(40), Nov.
10, 1988, 102 Stat. 35649, 3557, provided that:

‘‘(a) PRIVATE ACTIVITY BOND CAP.—

‘(1) IN GENERAL.—Except as otherwise provided in
this subsection, the amendment made by section 621
[amending this section] shall apply to obligations is-
sued after December 31, 1983.

‘“(2) INDUCEMENT RESOLUTION BEFORE JUNE 19, 1984.—
The amendment made by section 621 shall not apply
to any issue of obligations if—

‘“(A) there was an inducement resolution (or
other comparable preliminary approval) for the
issue before June 19, 1984, and

““(B) the issue is issued before January 1, 1985.
¢“(3) CERTAIN PROJECTS PRELIMINARILY APPROVED BE-

FORE OCTOBER 19, 1983, GIVEN APPROVAL.—If—

‘““(A) there was an inducement resolution (or
other comparable preliminary approval) for a
project before October 19, 1983, by any issuing au-
thority,

“(B) a substantial user of such project notifies
the issuing authority within 30 days after the date
of the enactment of this Act [July 18, 1984] that it
intends to claim its rights under this paragraph,
and

‘(C) construction of such project began before Oc-
tober 19, 1983, or the substantial user was under a
binding contract on such date to incur significant
expenditures with respect to such project,

such issuing authority shall allocate its share of the
limitation under section 103(n) of such Code for the
calendar year during which the obligations were to be
issued pursuant to such resolution (or other approval)
first to such project. If the amount of obligations re-
quired by all projects which meet the requirements of
the preceding sentence exceeds the issuing
authority’s share of the limitation under section
103(n) of such Code, priority under the preceding sen-
tence shall be provided first to those projects for
which substantial expenditures were incurred before
October 19, 1983. If any issuing authority fails to meet
the requirements of this paragraph, the limitation
under section 103(n) of such Code for the issuing au-
thority for the calendar year following such failure
shall be reduced by the amount of obligations with
respect to which such failure occurred.

“(3) [(4)] EXCEPTION FOR CERTAIN BONDS FOR A CON-
VENTION CENTER AND RESOURCE RECOVERY PROJECT.—In
the case of any city, if—

““(A) the city council of such city authorized a
feasibility study for a convention center on June 10,
1982, and

‘(B) on November 4, 1983, a municipal authority
acting for such city accepted a proposal for the con-
struction of a facility that is capable of generating
steam and electricity through the combustion of
municipal waste,
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the amendment made by section 621 shall not apply
to any issue, issued during 1984, 1985, 1986, or 1987 and
substantially all of the proceeds of which are to be
used to finance the convention center (or access
ramps and parking facilities therefor) described in
subparagraph (A) or the facility described in subpara-

graph (B).

“(b) PROPERTY FINANCED WITH TAX-EXEMPT BONDS
REQUIRED TO BE DEPRECIATED ON STRAIGHT-LINE
BASIS.—

‘(1) IN GENERAL.—Except as otherwise provided in
this section, the amendments made by section 628(b)
[amending section 168 of this title] shall apply to
property placed in service after December 31, 1983, to
the extent such property is financed by the proceeds
of an obligation (including a refunding obligation) is-
sued after October 18, 1983.

““(2) EXCEPTIONS.—

‘“(A) CONSTRUCTION OR BINDING AGREEMENT.—The
amendments made by section 628(b) shall not apply
with respect to facilities—

‘(i) the original use of which commences with
the taxpayer and the construction, reconstruc-
tion, or rehabilitation of which began before Oc-
tober 19, 1983, or

‘“(ii) with respect to which a binding contract to
incur significant expenditures was entered into
before October 19, 1983.

‘(B) REFUNDING.—

‘(i) IN GENERAL.—Except as provided in clause
(ii), in the case of property placed in service after
December 31, 1983, which is financed by the pro-
ceeds of an obligation which is issued solely to re-
fund another obligation which was issued before
October 19, 1983, the amendments made by section
628(b) shall apply only with respect to an amount
equal to the basis in such property which has not
been recovered before the date such refunded obli-
gation is issued.

‘‘(ii) SIGNIFICANT EXPENDITURES.—In the case of
facilities the original use of which commences
with the taxpayer and with respect to which sig-
nificant expenditures are made before January 1,
1984, the amendments made by section 628(b) shall
not apply with respect to such facilities to the ex-
tent such facilities are financed by the proceeds
of an obligation issued solely to refund another
obligation which was issued before October 19,
1983.

“(C) FACILITIES.—In the case of an inducement
resolution or other comparable preliminary ap-
proval adopted by an issuing authority before Octo-
ber 19, 1983, for purposes of applying subparagraphs
(A)(@) and (B)(ii) with respect to obligations de-
scribed in such resolution, the term ‘facilities’
means the facilities described in such resolution.

‘“(c) OTHER PROVISIONS RELATING TO TAX-EXEMPT
BONDS.—

‘(1) IN GENERAL.—Except as otherwise provided in
this subtitle, the amendments made by sections 622,
623, 627, and 628(c), (d), and (e) (and the provisions of
sections 625(c), 628(f), and 629(b)) [amending this sec-
tion and enacting provisions set out as notes under
this section] shall apply to obligations issued after
December 31, 1983.

¢“(2) OBLIGATIONS INVESTED IN FEDERALLY INSURED
DEPOSITS.—Notwithstanding any other provision of
this section, clause (ii) of section 103(h)(2)(B) of the
Internal Revenue Code of 1986 [formerly I.R.C. 1954]
(as amended by this subtitle) shall apply to obliga-
tions issued after April 14, 1983; except that such
clause shall not apply to any obligation issued pursu-
ant to a binding contract in effect on March 4, 1983.

““(3) EXCEPTIONS.—

‘“(A) CONSTRUCTION OR BINDING AGREEMENT.—The
amendments (and provisions) referred to in para-
graph (1) shall not apply to obligations with respect
to facilities—

‘(i) the original use of which commences with
the taxpayer and the construction, reconstruc-
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tion, or rehabilitation of which began before Oc-

tober 19, 1983, and was completed on or after such

date,

‘(ii) the original use of which commences with
the taxpayer and with respect to which a binding
contract to incur significant expenditures for
construction, reconstruction, or rehabilitation
was entered into before October 19, 1983, and some
of such expenditures are incurred on or after such
date, or

‘(iii) acquired after October 19, 1983, pursuant
to a binding contract entered into on or before
such date.

‘(B) FAcCILITIES.—Subparagraph (C) of subsection
(b)(2) shall apply for purposes of subparagraph (A)
of this paragraph.

‘(C) EXCEPTION.—Subparagraph (A) shall not
apply with respect to the amendment made by sec-
tion 628(e) and the provisions of sections 628(f) and
629(b) [amending this section and enacting provi-
sions set out as notes under this section].

‘(4) REPEAL OF ADVANCE REFUNDING OF QUALIFIED
PUBLIC FACILITIES.—The amendment made by section
628(g) [amending this section] shall apply to refund-
ing obligations issued after the date of the enactment
of this Act [July 18, 1984]; except that if substantially
all the proceeds of the refunded issue were used to
provide airports or docks, such amendment shall only
apply to refunding obligations issued after December
31, 1984. In the case of refunding obligations not to ex-
ceed $100,000,000 issued after October 21, 1986, by Dade
County, Florida, for the purpose of advance refunding
its Aviation Revenue Bonds (Series J), the first sen-
tence of this paragraph shall be applied by substitut-
ing ‘the date which is 1 year after the date of the en-
actment of the Technical and Miscellaneous Revenue
Act of 1988 [Nov. 10, 1988]" for ‘December 31, 1984° and
the amendments made by section 1301 of the Tax Re-
form Act of 1986 [section 1301 of Pub. L. 99-514, enact-
ing sections 141 to 150 and 7703 of this title, amending
this section and sections 2, 22, 25, 32, 86, 105, 152, 153,
163, 194, 269A, 414, 879, 1398, 3402, 4701, 4940, 4942, 4988,
6362, 6652, and 7871 of this title, repealing section 103A
of this title, enacting provisions set out as notes
under sections 141 and 148 of this title, and amending
provisions set out as a note under section 103A of this
title] shall not apply. In the case of refunding obliga-
tions not exceeding $100,000,000 issued by the Alabama
State Docks Department, the first sentence of this
paragraph shall be applied by substituting ‘December
31, 1987’ for ‘December 31, 1984’ and the Internal Reve-
nue Code of 1986 shall be applied without regard to
section 149(d)(2)..[sic]

‘() SPECIAL RULE FOR HEALTH CLUB FACILITIES.—In
the case of any health club facility, with respect to
the amendment made by section 627(c) [amending
this section]—

“(A) paragraph (1) shall be applied by substitut-
ing ‘April 12, 1984’ for ‘December 31, 1983°, and

‘(B) paragraph (3) shall be applied by substituting
‘April 13, 1984’ for ‘October 19, 1983’ each place it ap-
pears.

‘“(d) PROVISIONS OF THIS SUBTITLE NOT TOo APPLY TO
CERTAIN PROPERTY.—The amendments made by this
subtitle [sections 621-632 of Pub. L. 98-369, amending
this section and sections 103A and 168 of this title and
enacting provisions set out as notes under this section]
shall not apply to any property (and shall not apply to
obligations issued to finance such property) if such
property is described in any of the following para-
graphs:

‘(1) Any property described in paragraph (5), (6), or
(7) of section 31(g) of this Act [set out as an Effective
Date of 1984 Amendment note under section 168 of
this title].

‘“(2) Any property described in paragraph (4), (8), or
(17) of section 31(g) of this Act [set out as an Effective
Date of 1984 Amendment note under section 168 of
this title] but only if the obligation is issued before
January 1, 1985, and only if before June 19, 1984, the

issuer had evidenced an intent to issue obligations
exempt from taxation under the Internal Revenue
Code of 1986 in connection with such property.

‘“(3) Any property described in paragraph (3) of sec-
tion 216(b) of the Tax Equity and Fiscal Responsibil-
ity Act of 1982 [set out as an Effective Date of 1982
Amendment note under section 168 of this title].

‘“(4) Any solid waste disposal facility described in
section 103(b)(4)(E) of the Internal Revenue Code of
1986 if—

“‘(A) a State public authority created pursuant to
State legislation which took effect on June 18, 1973,
took formal action before October 19, 1983, to com-
mit development funds for such facility.

“(B) such authority issues obligations for any
such facility before January 1, 1987, and

“(C) expenditures have been made for the develop-
ment of any such facility before October 19, 1983.
‘() Any solid waste disposal facility described in

section 103(b)(4)(E) of the Internal Revenue Code of
1986 [formerly I.R.C. 1954] if—

“(A) a city government, by resolutions adopted
on April 10, 1980, and December 27, 1982, took formal
action to authorize the submission of a proposal for
a feasibility study for such facility and to authorize
the presentation to the Department of the Army
(U.S. Army Missile Command) of a proposed agree-
ment to jointly pursue construction and operation
of such facility,

“(B) such city government (or a public authority
on its behalf) issues obligations for such facility be-
fore January 1, 1988, and

“(C) expenditures have been made for the develop-
ment of such facility before October 19, 1983. Not-
withstanding the foregoing provisions of this sub-
section, the amendments made by section 624
[amending sections 103 and 103A of this title and en-
acting provisions set out as a note under this sec-
tion] (relating to arbitrage) shall apply to obliga-
tions issued to finance property described in para-
graph (5).

“‘(e) DETERMINATION OF SIGNIFICANT EXPENDITURE.—

‘(1) IN GENERAL.—For purposes of this section, the
term ‘significant expenditures’ means expenditures
which equal or exceed the lesser of—

““(A) $15,000,000, or

“(B) 20 percent of the estimated cost of the facili-
ties.

‘(2) CERTAIN GRANTS TREATED AS EXPENDITURES.—
For purposes of paragraph (1), the amount of any
UDAG grant preliminarily approved on May 5, 1981, or
April 4, 1983, shall be treated as an expenditure with
respect to the facility for which such grant was so ap-
proved.

“(f) EXCEPTIONS FOR CERTAIN OTHER AMENDMENTS.—

If—

‘(1) there was an inducement resolution (or other
comparable preliminary approval) for an issue before
June 19, 1984, by any issuing authority, and

‘“(2) such issue is issued before January 1, 1985, the
following amendments shall not apply:

““(A) the amendments made by section 623

[amending this section],

“(B) the amendments made by subsections (a) and

(b) of section 627 [amending this section] (except to

the extent such amendments relate to farm land),

“(C) in the case of a race track, the amendment
made by section 627(c) [amending this section], and
“(D) the amendments made by section 628(c)

[amending this section].”

[Section 1872(a)(2)(B) of Pub. L. 99-514 provided that
the amendment of section 631(c)(3) of Pub. L. 98-369, set
out above, made by section 1872(a)(2)(B) of Pub. L.
99-514 is effective with respect to obligations issued
after Mar. 28, 1985.]

EFFECTIVE DATE OF 1983 AMENDMENT

For effective date of amendment by Pub. L. 97-473,
see section 204(2) of Pub. L. 97473, set out as an Effec-
tive Date note under section 7871 of this title.
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EFFECTIVE DATE OF 1982 AMENDMENT

Section 214(f) of Pub. L. 97-248 provided that:

(1) COMPOSITE ISSUES; SMALL ISSUE EXEMPTION.—The
amendments made by subsections (a) and (b) [amending
this section] shall apply to obligations issued after the
date of the enactment of this Act [Sept. 3, 1982].

‘“(2) TERMINATION.—The amendment made by sub-
section (¢) [amending this section] shall take effect on
the date of the enactment of this Act [Sept. 3, 1982].

‘“(3) RESEARCH EXPENDITURES.—The amendment made
by subsection (d) [amending this section] shall apply
with respect to expenditures made after the date of the
enactment of this Act [Sept. 3, 1982].

‘“(4) CERTAIN FACILITIES.—The amendment made by
subsection (e) [amending this section] shall apply to
obligations issued after December 31, 1982.”

Section 215(c) of Pub. L. 97-248 provided that:

‘(1) PUBLIC APPROVAL.—The amendment made by sub-
section (a) [amending this section] shall apply to obli-
gations issued after December 31, 1982, other than obli-
gations issued solely to refund any obligation which—

‘“(A) was issued before July 1, 1982, and
‘“(B) has a maturity which does not exceed 3 years.

‘(2) INFORMATION REPORTING.—The amendments made
by subsection (b) [amending this section] shall apply to
obligations issued after December 31, 1982 (including
any obligation issued to refund an obligation issued be-
fore such date).”

Section 217(e) of Pub. L. 97-248, as amended by Pub.
L. 98-369, div. A, title VII, §712(h), July 18, 1984, 98 Stat.
947; Pub. L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, pro-
vided that: ‘“The amendments made by this section
[amending this section] shall apply to obligations is-
sued after the date of the enactment of this Act [Sept.
3, 1982]. For purposes of applying section 168(f)(8)(D)(v)
of the Internal Revenue Code of 1986 [formerly I.R.C.
1954], the amendments made by subsection (c¢) [amend-
ing this section] shall apply to agreements entered into
after the date of the enactment of this Act.”

Section 219(b) of Pub. L. 97-248 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to obligations issued after December
31, 1982.”

Section 221(d) of Pub. L. 97-248 provided that:

‘(1) IN GENERAL.—Except as provided in paragraph (2),
the amendments made by this section [amending this
section and section 1104 of Pub. L. 96-499, formerly set
out as a note under section 103A of this title] shall
apply to obligations issued after the date of the enact-
ment of this Act [Sept. 3, 1982].

‘(2) EXCEPTION.—The amendments made by this sec-
tion shall not apply with respect to any obligation to
which the amendments made by section 1103 of the
Mortgage Subsidy Bond Tax Act of 1980 [section 1103 of
Pub. L. 96-499, amending this section] do not apply by
reason of section 1104 of such Act [section 1104 of Pub.
L. 96-499, formerly set out as a note under section 103A
of this title].”

Section 310(d) of Pub. L. 97-248, as amended by Pub.
L. 97-448, title III, §306(b)(2), 96 Stat. 2405; Pub. L.
98-216, §6(b), Feb. 14, 1984, 98 Stat. 8; Pub. L. 99-514, §2,
Oct. 22, 1986, 100 Stat. 2095, provided that:

‘(1) IN GENERAL.—Except as otherwise provided in
this subsection, the amendments made by this section
[enacting section 4701 of this title and section 757c-5 of
former Title 31, Money and Finance, and amending this
section and sections 103A, 163, 165, 312, and 1232 of this
title] shall apply to obligations issued after December
31, 1982.

““(2) [Repealed. Pub. L. 98-216, §6(b), Feb. 14, 1984, 98
Stat. 8.]

‘(3) EXCEPTION FOR CERTAIN WARRANTS, ETC.—The
amendments made by subsection (b) [enacting section
4701 of this title and amending this section and sections
163, 165, 312, and 1232 of this title] shall not apply to any
obligations issued after December 31, 1982, on the exer-
cise of a warrant or the conversion of a convertible ob-
ligation if such warrant or obligation was offered or
sold outside the United States without registration
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under the Securities Act of 1933 [15 U.S.C. T7a et seq.]
and was issued before August 10, 1982. A rule similar to
the rule of the preceding sentence shall also apply in
the case of any regulations issued under section
163(£)(2)(C) of the Internal Revenue Code of 1986 [for-
merly I.R.C. 1954] (as added by this section) except that
the date on which such regulations take effect shall be
substituted for ‘August 10, 1982°.

“(4) [Repealed. Pub. L. 98-216, §6(b), Feb. 14, 1984, 98
Stat. 8.1

EFFECTIVE DATE OF 1981 AMENDMENT

Section 811(c) of Pub. L. 97-34 provided that: ‘“The
amendments made by this section [amending this sec-
tion] shall apply to obligations issued after the date of
the enactment of this Act [Aug. 13, 1981].”

Section 812(b)(1) of Pub. L. 97-34 provided that: ‘““The
amendment made by subsection (a) [amending this sec-
tion] shall apply to obligations issued after December
31, 1980.”

EFFECTIVE DATE OF 1980 AMENDMENTS

For effective date of amendment by Pub. L. 96-499,
see section 1104 of Pub. L. 96-499, set out as an Effective
Date note under section 103A of this title.

Section 241(d) of Pub. L. 96-223 provided that: ‘“The
amendments made by subsection (a) [amending this
section] and the provisions of subsections (b) and (c)
[set out as notes under this section] shall apply with
respect to obligations issued after October 18, 1979.”

Section 242(c) of Pub. L. 96-223 provided that: ‘‘The
amendments made by subsection (a) [amending this
section] and the provisions of subsection (b) [set out as
a note under this section] shall apply with respect to
obligations issued after October 18, 1979.”

Section 244(b) of Pub. L. 96-223 provided that: ‘“‘The
amendments made by subsection (a) [amending this
section] shall apply to obligations issued on or after
October 18, 1979.”

EFFECTIVE DATE OF 1978 AMENDMENTS

Section 201(c) of Pub. L. 95-339 provided that: ‘“The
amendments made by subsection (a) [amending this
section] shall apply to taxable years ending after the
date of the enactment of this Act [Aug. 8, 1978].”’

Section 331(c) of Pub. L. 95-600 provided that:

‘(1) The amendments made by subsection (a) [amend-
ing this section] shall apply to—

‘“(A) obligations issued after December 31, 1978, in
taxable years ending after such date, and
“(B) capital expenditures made after December 31,

1978, with respect to obligations issued before Janu-

ary 1, 1979.

‘“(2) The amendment made by subsection (b) [amend-
ing this section] shall apply to—

““(A) obligations issued after September 30, 1979, in
taxable years ending after such date, and
“(B) capital expenditures made after September 30,

1979, with respect to obligations issued after such

date.”

Section 332(b) of Pub. L. 95-600 provided that: ‘“‘The
amendment made by subsection (a) [amending this sec-
tion] shall apply to taxable years ending after April 30,
1968, but only with respect to obligations issued after
such date.”

Section 333(b) of Pub. L. 95-600 provided that: ‘““The
amendment made by subsection (a) [amending this sec-
tion] shall apply to obligations issued after the date of
the enactment of this Act [Nov. 6, 1978] in taxable years
ending after such date.”

Section 334(c) of Pub. L. 95-600 provided that: ‘“The
amendments made by this section [amending this sec-
tion] shall apply to obligations issued after the date of
the enactment of this Act [Nov. 6, 1978].”

Section 703(q)(2) of Pub. L. 95-600 provided that: ‘“The
amendments made by paragraph (1) [amending this sec-
tion] shall apply with respect to payments made by the
Commissioner of Education after December 31, 1976.”’

Amendment by section 703(j)(1) of Pub. L. 95-600 effec-
tive on Oct. 4, 1976, see section 703(r) of Pub. L. 95-600,
set out as a note under section 46 of this title.
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EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by section 1901(a)(17), (b)(8)(B) of Pub. L.
94-455 applicable with respect to taxable years ending
after Oct. 4, 1976, see section 1901(d) of Pub. L. 94-455,
set out as a note under section 2 of this title.

Amendment by section 1906(b)(13)(A) of Pub. L. 94-455
effective Feb. 1, 1977, see section 1906(d)(1) of Pub. L.
94-455, set out as a note under section 6013 of this title.

Section 2105(d) of Pub. L. 94-455 provided that: ‘“The
amendments made by this section [amending this sec-
tion] apply to obligations issued on or after the date of
the enactment of this Act [Oct. 4, 1976].”

Amendment by section 2137(d) of Pub. L. 94-455 appli-
cable to taxable years beginning after Dec. 31, 1975, see
section 2137(e) of Pub. L. 94-455, set out as a note under
section 852 of this title.

EFFECTIVE DATE OF 1975 AMENDMENTS

Section 301(b) of Pub. L. 94-182 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to obligations issued after the date of
the enactment of this Act [Dec. 31, 1975].”

Section 7(b) of Pub. L. 94-164 provided that: ‘“The
amendments made by this section [amending this sec-
tion] shall apply to obligations issued after the date of
enactment of this Act [Dec. 23, 1975].”

EFFECTIVE DATE OF 1971 AMENDMENT

Section 315(c) of Pub. L. 92-178 provided that: ‘“The
amendments made by subsection (a) [amending this
section] shall apply with respect to obligations issued
after January 1, 1969. The amendment made by sub-
section (b) [amending this section] shall apply with re-
spect to expenditures incurred after the date of the en-
actment of this Act [Dec. 10, 1971].”

EFFECTIVE DATE OF 1969 AMENDMENT

Section 601(b) of Pub. L. 91-172 provided that: ‘“The
amendments made by subsection (a) [amending this
section] shall apply with respect to obligations issued
after October 9, 1969.”

EFFECTIVE DATE OF 1968 AMENDMENT

Section 401(b) of Pub. L. 90-634 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply with respect to obligations issued
after the date of the enactment of this Act [Oct. 24,
1968].”

Section 107(b)(1) of Pub. L. 90-364 provided that: “Ex-
cept as provided by paragraph (2) [set out as a note
below], the amendment made by subsection (a) [amend-
ing this section] shall apply to taxable years ending
after April 30, 1968, but only with respect to obligations
issued after such date.”

TRANSFER OF FUNCTIONS

Functions of Commissioner of Education transferred
to Secretary of Education by section 3441(a)(1) of Title
20, Education.

COORDINATION OF CERTAIN AMENDMENTS MADE BY PUB.
L. 97424 AND PUB. L. 97473

Section 722(b) of Pub. L. 98-369 provided that: ‘‘For
purposes of applying the amendments made by section
547 of the Highway Revenue Act of 1982 [Pub. L. 97-424,
amending this section] and the amendment made by
section 202(b)(2) of Public Law 97-473 [amending this
section], Public Law 97-473 shall be deemed to have
been enacted immediately before the Highway Revenue
Act of 1982.”

VALIDATION OF SINKING FUND REGULATIONS

Section 1013(a)(35) of Pub. L. 100-647 provided that:

‘“(A) Treasury Regulation section 1.103-13(g) (1979) is
hereby enacted into positive law.

“(B)(1) Except as provided in clause (ii), subparagraph
(A) shall apply to obligations sold after May 2, 1978, and
to which such regulation was provided to apply.
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‘(i) Treasury Regulation section 1.103-13(g) (1979) as
enacted into positive law by subparagraph (A) shall
cease to apply to the extent hereafter modified by the
Secretary of the Treasury or his delegate by regula-
tions.”

BONDS ISSUED TO REFUND SUBSECTION (0)(3)
OBLIGATIONS

Section 1013(c)(15) of Pub. L. 100647 provided that: ‘A
bond issued to refund an obligation described in section
103(0)(3) of the Internal Revenue Code of 1954 (as in ef-
fect on the day before the date of the enactment of the
Tax Reform Act of 1986 [Oct. 22, 1986]) shall not be
treated as described in section 144(b) of the 1986 Code
unless it is described in section 144(b)(1)(A) of the 1986
Code.”

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

TREATMENT OF CERTAIN GUARANTEES BY FARMERS
HOME ADMINISTRATION

Section 1865(b) of Pub. L. 99-514 provided that: ‘“‘An
obligation shall not be treated as federally guaranteed
for purposes of section 103(h) of the Internal Revenue
Code of 1954 [now 1986] by reason of a guarantee by the
Farmers Home Administration if—

‘(1) such guarantee is pursuant to a commitment
made by the Farmers Home Administration before
July 1, 1984, and

“(2) such obligation is issued to finance a conven-
tion center project in Carbondale, Illinois.”’

TREATMENT OF CERTAIN OBLIGATIONS USED ToO
FINANCE SOLID WASTE DISPOSAL FACILITY

Section 1865(c) of Pub. L. 99-514 provided that:

‘(1) IN GENERAL.—AnNy obligation which is part of an
issue a substantial portion of the proceeds of which is
to be used to finance a solid waste disposal facility de-
scribed in paragraph (2) shall not, for purposes of sec-
tion 103(h) of the Internal Revenue Code of 1954 [now
1986], be treated as an obligation which is federally
guaranteed by reason of the sale of fuel, steam, elec-
tricity, or other forms of usable energy to the Federal
Government or any agency or instrumentality thereof.

€(2) SOLID WASTE DISPOSAL FACILITY.—A solid waste
disposal facility is described in this paragraph if such
facility is described in section 103(b)(4)(E) of such Code
and—

“(A) if—

‘(i) a public State authority created pursuant to
State legislation which took effect on July 1, 1980,
took formal action before October 19, 1983, to com-
mit development funds for such facility,

‘‘(ii) such authority issues obligations for such fa-
cility before January 1, 1988, and

¢“(iii) expenditures have been made for the devel-
opment of such facility before October 19, 1983,

“(B) if—

‘(i) such facility is operated by the South East-
ern Public Service Authority of Virginia, and

‘“(ii) on December 20, 1984, the Internal Revenue
Service issued a ruling concluding that a portion of
the obligations with respect to such facility would
not be treated as federally guaranteed under sec-
tion 103(h) of such Code by reason of the transi-
tional rule contained in section 631(c)(3)(A)(i) of the
Tax Reform Act of 1984 [section 631(c)(3)(A)(i) of
Plgo. IfJ 98-369, set out as a note above],

“(C) if—

‘(i) a political subdivision of a State took formal
action on April 1, 1980, to commit development
funds for such facility,
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‘“(ii) such facility has a contract to sell steam to

a naval base,

‘‘(iii) such political subdivision issues obligations
for such facility before January 1, 1988, and

‘“(iv) expenditures have been made for the devel-
opment of such facility before October 19, 1983, or

“(D) if—

‘(i) such facility is a thermal transfer facility,

‘“(ii) is to be built and operated by the Elk Re-
gional Resource Authority, and

‘(iii) is to be on land leased from the United

States Air Force at Arnold Engineering Develop-

ment Center near Tullahoma, Tennessee.
¢“(3) LIMITATIONS.—

““(A) In the case of a solid waste disposal facility de-
scribed in paragraph (2)(A), the aggregate face
amount of obligations to which paragraph (1) applies
shall not exceed $65,000,000.

‘“(B) In the case of a solid waste disposal facility de-
scribed in paragraph (2)(B), the aggregate face
amount of obligations to which paragraph (1) applies
shall not exceed $20,000,000. Such amount shall be in
addition to the amount permitted under the Internal
Revenue Service ruling referred to in paragraph
(2)(B)(1).

‘(C) In the case of a solid waste disposal facility de-
scribed in paragraph (2)(C), the aggregate face
amount of obligations to which paragraph (1) applies
shall not exceed $75,000,000.

‘(D) In the case of a solid waste disposal facility de-
scribed in paragraph (2)(D), the aggregate face
amount of obligations to which paragraph (1) applies
shall not exceed $25,000,000.”

TRANSITIONAL RULE FOR LIMIT ON SMALL ISSUE
EXCEPTION

Section 1866 of Pub. L. 99-514, as amended by Pub. L.
100-647, title I, §1018(m)(1)-(4), Nov. 10, 1988, 102 Stat.
3584, provided that: ‘“The amendment made by section
623 of the Tax Reform Act of 1984 [section 623 of Pub.
L. 98-369, amending this section] shall not apply to any
obligation (or series of obligations) issued to refund an-
other tax-exempt IDB to which the amendment made
by such section 623 did not apply if—

‘(1) the average maturity of the issue of which the
refunding obligation is a part does not exceed the av-
erage maturity of the obligations to be refunded by
such issue,

‘“(2) the amount of the refunding obligation does
not exceed the amount of the refunded obligation,
and

‘“(3) the proceeds of the refunding obligation are
used to redeem the refunded obligation not later than
90 days after the date of the issuance of the refunding
obligation.

For purposes of the preceding sentence, the term ‘tax-
exempt IDB’ means any industrial development bond
(as defined in section 103(b) of the Internal Revenue
Code of 1954 [now 1986]) the interest on which is exempt
from tax under section 103(a) of such Code. For pur-
poses of paragraph (1), average maturity shall be deter-
mined in accordance with subsection (b)(14)(B)(i) of
such Code.”

[Section 1018(m)(5) of Pub. L. 100-647 provided that:
“A refunding obligation issued before July 1, 1987, shall
be treated as meeting the requirement of paragraph (1)
of section 1866 of the Reform Act [Pub. L. 99-514, set out
above] if such obligation met the requirement of such
paragraph as enacted by the Reform Act [Pub. L.
99-514].”]

EXCEPTION FROM 1984 AMENDMENT FOR DOWNTOWN
MUSKOGEE REVITALIZATION PROJECT

Section 1867(b) of Pub. L. 99-514 provided that: ‘“The
amendment made by section 624 of the Tax Reform Act
of 1984 [amending sections 103 and 103A of this title and
enacting provisions set out as a note under this sec-
tion] shall not apply to obligations issued with respect
to the Downtown Muskogee Revitalization Project for
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which a UDAG grant was preliminarily approved on
May 5, 1981, if—
‘(1) such obligation is issued before January 1, 1986,
or
““(2) such obligation is issued after such date to pro-
vide additional financing for such project except that
the aggregate amount of obligations to which this
subsection applies shall not exceed $10,000,000.”

TRANSITIONAL RULES

Section 1869(c)(1)-(4) of Pub. L. 99-514, as amended by
Pub. L. 100-647, title I, §1018(n), Nov. 10, 1988, 102 Stat.
3584, provided that:

‘(1) TREATMENT OF CERTAIN OBLIGATIONS ISSUED BY
THE CITY OF BALTIMORE.—ODbligations issued by the city
of Baltimore, Maryland, after June 30, 1985, shall not be
treated as private loan bonds for purposes of section
103(0) of the Internal Revenue Code of 1954 [now 1986]
(or as private activity bonds for purposes of section 103
and part IV of subchapter A of chapter 1 of the Internal
Revenue Code of 1986, as amended by title XIII of this
Act [sections 1301 to 1318 of Pub. L. 99-514]) by reason
of the use of a portion of the proceeds of such obliga-
tions to finance or refinance temporary advances made
by the city of Baltimore in connection with loans to
persons who are not exempt persons (within the mean-
ing of section 103(b)(3) of such Code) if—

‘“(A) such obligations are not industrial develop-
ment bonds (within the meaning of section 103(b)(2) of
the Internal Revenue Code of 1954 [now 1986]),

‘“(B) the portion of the proceeds of such obligations
so used is attributable to debt approved by voter ref-
erendum on or before November 2, 1982,

‘“(C) the loans to such nonexempt persons were ap-
proved by the Board of Estimates of the city of Balti-
more on or before October 19, 1983, and

‘(D) the aggregate amount of such temporary ad-
vances financed or refinanced by such obligations
does not exceed $27,000,000.

‘(2) WHITE PINE POWER PROJECT.—The amendment
made by section 626(a) of the Tax Reform Act of 1984
[section 626(a) of Pub. L. 98-369, amending this section]
shall not apply to any obligation issued during 1984 to
provide financing for the White Pine Power Project in
Nevada.

‘“(3) TAX INCREMENT BONDS.—The amendment made by
section 626(a) of the Tax Reform Act of 1984 shall not
apply to any tax increment financing obligation issued
before August 16, 1986, if—

‘“(A) substantially all of the proceeds of the issue
are to be used to finance—

‘(i) sewer, street, lighting, or other governmental
improvements to real property,

‘“(ii) the acquisition of any interest in real prop-
erty (by a governmental unit having the power to
exercise eminent domain), the preparation of such
property for new use, or the transfer of such inter-
est to a private developer, or

‘‘(iii) payments of reasonable relocation costs of
prior users of such real property,

“(B) all of the activities described in subparagraph
(A) are pursuant to a redevelopment plan adopted by
the issuing authority before the issuance of such
issue,

“(C) repayment of such issue is secured exclusively
by pledges of that portion of any increase in real
property tax revenues (or their equivalent) attrib-
utable to the redevelopment resulting from the issue
(or similar issues), and

‘(D) none of the property described in subparagraph
(A) is subject to a real property or other tax based on
a rate or valuation method which differs from the
rate and valuation method applicable to any other
similar property located within the jurisdiction of
the issuing authority.

‘“(4) EASTERN MAINE ELECTRIC COOPERATIVE.—The
amendment made by section 626(a) of the Tax Reform
Act of 1984 shall not apply to obligations issued by Mas-
sachusetts Municipal Wholesale Electric Company
Project No. 6 if—
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‘“(A) such obligation is issued before January 1,
1986,

‘(B) such obligation is issued after such date to re-
fund a prior obligation for such project, except that
the aggregate amount of obligations to which this
subparagraph applies shall not exceed $100,000,000, or

‘“(C) such obligation is issued after such date to
provide additional financing for such project except
that the aggregate amount of obligations to which
this subparagraph applies shall not exceed $45,000,000.

Subparagraph (B) shall not apply to any obligation is-
sued for the advance refunding of any obligation.”

TREATMENT OF OBLIGATIONS TO FINANCE ST. JOHNS
RIVER POWER PARK

Section 1869(c)(6) of Pub. L. 99-514 provided that:

““(A) IN GENERAL.—The amendment made by section
626(a) of the Tax Reform Act of 1984 [section 626(a) of
Pub. L. 98-369, amending this section] shall not apply to
any obligation issued to finance the project described
in subparagraph (B) if—

‘(i) such obligation is issued before September 27,
1985,

‘‘(ii) such obligation is issued after such date to re-
fund a prior tax exemption obligation for such
project, the amount of such obligation does not ex-
ceed the outstanding amount of the refunded obliga-
tion, and such prior tax exempt obligation is retired
not later than the date 30 days after the issuance of
the refunding obligation, or

‘“(iii) such obligation is issued after such date to
provide additional financing for such project except
that the aggregate amount of obligations to which
this clause applies shall not exceed $150,000,000.

Clause (ii) shall not apply to any obligation issued for
the advance refunding of any obligation.

‘“(B) DESCRIPTION OF PROJECT.—The project described
in this subparagraph in the St. Johns River Power Park
system in Florida which was authorized by legislation
enacted by the Florida Legislature in February of
1982.”

CERTAIN PUBLIC UTILITIES TREATED AS EXEMPTED
PERSONS UNDER SECTION 103(b); SPECIAL RULES FOR
CERTAIN RAILROADS

Section 629 of Pub. L. 98-369, as amended by Pub. L.
99-514, §2, title XIII, §1316(g)(8)(B), Oct. 22, 1986, 100
Stat. 2095, 2670, provided that:

‘‘(a) CERTAIN PUBLIC UTILITIES.—For purposes of ap-
plying section 103(b)(3) of the Internal Revenue Code [of
1986] with respect to—

‘(1) any obligations issued after the date of enact-
ment of this Act [July 18, 1984], and
‘“(2) any obligations issued after December 31, 1969,
which were treated as obligations described in sec-
tion 103(a) of such Code on the day on which such ob-
ligations were issued,
the term ‘exempt person’ shall include a regulated pub-
lic utility having any customer service area within a
State served by a public power authority which was re-
quired as a condition of a Federal Power Commission
license specified by an Act of Congress enacted prior to
the enactment of section 107 of the Revenue and Ex-
penditure Control Act of 1968 (Public Law 90-364) [June
28, 1968] to contract to sell power to one such utility
and which is authorized by State law to sell power to
other such utilities, but only with respect to the pur-
chase by any such utility and resale to its customers of
any output of any electrical generation facility or any
portion thereof or any use of any electrical trans-
mission facility or any portion thereof financed by such
power authority and owned by it or by such State, and
provided that by agreement between such power au-
thority and any such utility there shall be no markup
in the resale price charged by such utility of that com-
ponent of the resale price which represents the price
paid by such utility for such output or use. The preced-
ing sentence shall be applied by inserting ‘and a rural
electric cooperative utility’ after ‘regulated public util-
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ity’ but only if not more than 1 percent of the load of
the public power authority is sold to such rural electric
cooperative utility.

“(b) CERTAIN RAILROADS.—Section 103(b)(1) of the In-
ternal Revenue Code of 1986 [formerly I.R.C. 1954] shall
not apply to any obligation which is described in sec-
tion 103(b)(6)(A) of such Code if—

‘(1) substantially all of the proceeds of such obliga-
tion are used to acquire railroad track and right-of-
way from a railroad involved in a title 11 or similar
proceeding (within the meaning of section 368(a)(3)(A)
of such Code), and

‘“(2) the Federal Railroad Administration provides
joint financing for such acquisitions.

“‘(c) SPECIAL RULES FOR SUBSECTION (&).—

‘(1) OBLIGATIONS SUBJECT TO CAP.—Any obligation
described in subsection (a) shall be treated as a pri-
vate activity bond for purposes of section 103(n) of
the Internal Revenue Code of 1986.

¢‘(2) LIMITATION ON AMOUNT OF OBLIGATIONS TO WHICH
SUBSECTION (a)(1) APPLIES—The aggregate amount of
obligations to which subsection (a)(1) applies shall
not exceed $911,000,000.

‘(3) LIMITATION ON PURPOSES.—Subsection (a)(1)
shall only apply to obligations issued as part of an
issue substantially all the proceeds of which are used
to provide 1 or more of the following:

““(A) Cable facilities.

‘(B) Small hydroelectric facilities.

“(C) The acquisition of an interest in an elec-
trical generating facility.

(D) Improvements to existing generating facili-
ties.

‘“(E) Transmission lines.

‘“(F) Electric generating facilities.”

TREATMENT OF CERTAIN RESIDENTIAL REAL PROPERTY
AS RESIDENTIAL RENTAL PROPERTY

Treatment of Pub. L. 98-369, §631(d)(3), residential
real property as residential rental property, see section
1809(a)(4)(C) of Pub. L. 99-514, set out as a note under
section 168 of this title.

PUBLIC APPROVAL REQUIREMENT IN THE CASE OF
PUBLIC AIRPORT

Section 628(f) of Pub. L. 98-369, as amended by Pub. L.
99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:
CIf—

‘(1) the proceeds of any issue are to be used to fi-
nance a facility or facilities located on a public air-
port, and

‘“(2) the governmental unit issuing such obligations
is the owner or operator of such airport,

such governmental unit shall be deemed to be the only
governmental unit having jurisdiction over such air-
port for purposes of subsection (k) of section 103 of the
Internal Revenue Code of 1986 [formerly I.R.C. 1954] (re-
lating to public approval for industrial development
bonds).”

SMALL ISSUE LIMIT IN CASE OF CERTAIN URBAN
DEVELOPMENT ACTION GRANTS

Section 628(h) of Pub. L. 98-369, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:
“In the case of any obligation issued on December 11,
1981, section 103(b)(6)(I) of the Internal Revenue Code of
1986 [formerly I.R.C. 1954] shall be applied by substitut-
ing ‘$15,000,000° for ‘$10,000,000* if—

‘(1) such obligation is part of an issue,

‘“(2) substantially all of the proceeds of such issue
are used to provide facilities with respect to which an
urban development action grant under section 119 of
the Housing and Community Development Act of 1974
[42 U.S.C. 5318] was preliminarily approved by the
Secretary of Housing and Urban Development on Jan-
uary 10, 1980, and

“(3) the Secretary of Housing and Urban Develop-
ment determines, at the time such grant is approved,
that the amount of such grant will equal or exceed 5
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percent of the total capital expenditures incurred
with respect to such facilities.”

STUDENT LOAN BONDS

Pub. L. 98-369, div. A, title VI, §625, July 18, 1984, 98
Stat. 924, as amended by Pub. L. 99-514, §2, title XVIII,
§1868, Oct. 22, 1986, 100 Stat. 2095, 2888, provided that:

‘‘(a) ARBITRAGE REGULATIONS.—

‘(1) IN GENERAL.—The Secretary shall prescribe
regulations which specify the circumstances under
which a qualified student loan bond shall be treated
as an arbitrage bond for purposes of section 103 of the
Internal Revenue Code of 1986 [formerly I.R.C. 1954].
Such regulations may provide that—

‘“(A) paragraphs (4) and (56) of section 103(c) of
such Code shall not apply, and

‘(B) rules similar to section 103(c)(6) shall apply,

to qualified student loan bonds.

‘‘(2) DEFINITIONS.—For purposes of this subsection—

““(A) QUALIFIED STUDENT LOAN BOND.—The term
‘qualified student loan bond’ has the meaning given
to such term by section 103(0)(3) of the Internal
Revenue Code of 1986 (as amended by this Act).

‘(B) ARBITRAGE BOND.—The term ‘arbitrage bond’
has the meaning given to such term by section
103(c)(2).

‘“(3) EFFECTIVE DATE.—

‘“(A) IN GENERAL.—Except as otherwise provided
in this paragraph, any regulations prescribed by the
Secretary under paragraph (1) shall apply to obliga-
tions issued after the qualified date.

‘(B) QUALIFIED DATE.—

‘(i) IN GENERAL.—For purposes of this para-
graph, the term ‘qualified date’ means the earlier
of—

“(I) the date on which the Higher Education

Act of 1965 [20 U.S.C. 1001 et seq., 42 U.S.C. 2751

et seq.] expires, or

“(II) the date, after the date of enactment of
this Act [July 18, 1984], on which the Higher

Education Act of 1965 is reauthorized.

‘(i) PUBLICATION OF REGULATIONS.—Notwith-
standing clause (i), the qualified date shall not be
a date which is prior to the date that is 6 months
after the date on which the regulations prescribed
under paragraph (1) are published in the Federal
Register.

‘(C) REFUNDING OBLIGATIONS.—Regulations pre-
scribed by the Secretary under paragraph (1) shall
not apply to any obligation (or series of refunding
obligations) issued exclusively to refund any quali-
fied student loan bond which was issued before the
qualified date, except that the requirements of sub-
paragraphs (A) and (B) of section 626(b)(4) of this
Act [set out in Effective Date of 1984 Amendment
note above] must be met with respect to such re-
funding.

‘(D) FULFILLMENT OF COMMITMENTS.—Regulations
prescribed by the Secretary under paragraph (1)
shall not apply to any obligations which are needed
to fulfill written commitments to acquire or fi-
nance student loans which are originated after
June 30, 1984, and before the qualified date, but only
if—

‘(i) such commitments are binding on the
qualified date, and

‘(i1) the amount of such commitments is con-
sistent with practices of the issuer which were in
effect on March 15, 1984, with respect to establish-
ing secondary markets for student loans.

“(b) ARBITRAGE LIMITATION ON STUDENT LOAN BONDS
WHICH ARE NOT QUALIFIED STUDENT LOAN BONDS.—
Under regulations prescribed by the Secretary of the
Treasury or his delegate, any student loan bond (other
than a qualified student loan bond) issued after Decem-
ber 31, 1985, shall be treated as an obligation not de-
scribed in subsection (a)(1) or (2) of section 103 of the
Internal Revenue Code of 1986 unless the issue of which
such obligation is a part meets requirements similar to
those of sections 103(c)(6) and 103A(i) of such Code.
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““(c) ISSUANCE OF STUDENT LOAN BONDS WHICH ARE
NoT TAX-EXEMPT.—Any issuer who may issue obliga-
tions described in section 103(a) of the Internal Revenue
Code of 1986 may elect to issue student loan bonds
which are not described in such section 103(a) of such
Code without prejudice to—

‘(1) the status of any other obligations issued, or to
be issued, by such issuer as obligations described in
section 103(a) of such Code, or

‘(2) the status of the issuer as an organization ex-
empt from taxation under such Code.

‘(d) FEDERAL EXECUTIVE BRANCH JURISDICTION OVER
TAX-EXEMPT STATUS.—For purposes of Federal law, any
determination by the executive branch of the Federal
Government of whether interest on any obligation is
exempt from taxation under the Internal Revenue Code
of 1986 shall be exclusively within the jurisdiction of
the Department of the Treasury.

““(e) STUDY ON TAX-EXEMPT STUDENT LOAN BONDS.—

‘(1) IN GENERAL.—The Comptroller General of the
United States and the Director of the Congressional
Budget Office, shall conduct studies of—

‘““(A) the appropriate role of tax-exempt bonds
which are issued in connection with the guaranteed
student loan program and the PLUS program estab-
lished under the Higher Education Act of 1965 [20
U.S.C. 1001 et seq., 42 U.S.C. 2751 et seq.], and

‘“(B) the appropriate arbitrage rules for such
bonds.

‘“(2) REPORT.—The Comptroller General of the
United States and the Director of the Congressional
Budget Office, shall submit to the Committee on Fi-
nance and the Committee on Labor and Human Re-
sources [now Committee on Health, Education,
Labor, and Pensions] of the Senate and the Commit-
tee on Ways and Means and the Committee on Edu-
cation and Labor [now Committee on Education and
the Workforce] of the House of Representatives re-
ports on the studies conducted under paragraph (1) by
no later than 9 months after the date of enactment of
this Act [July 18, 1984].”

OBLIGATIONS ISSUED TO PROVIDE SOLID WASTE-ENERGY
PRODUCING FACILITIES

Section 241(b) of Pub. L. 96-223, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘(1) GENERAL RULE.—For purposes of section 103 of
the Internal Revenue Code of 1986 [formerly I.R.C. 1954],
any obligation issued by an authority for 2 or more po-
litical subdivisions of a State which is part of an issue
substantially all of the proceeds of which are to be used
to provide solid waste-energy producing facilities shall
be treated as an obligation of a political subdivision of
a State which meets the requirements of section
103(b)(4)(E) of such Code (relating to solid waste dis-
posal, etc., facilities). Nothing in the preceding sen-
tence shall be construed to override the limitations of
section 103(c) of such Code (relating to arbitrage
bonds).

‘“(2) SOLID WASTE-ENERGY PRODUCING FACILITIES.—For
purposes of paragraph (1), the term ‘solid waste-energy
producing facilities’ means any solid waste disposal fa-
cility and any facility for the production of steam and
electrical energy if—

‘““(A) substantially all of the fuel for the facility
producing steam and electrical energy is derived from
solid waste from such solid waste disposal facility,

‘(B) both such solid waste disposal facility and the
facility producing steam and electrical energy are
owned and operated by the authority referred to in
paragraph (1), and

‘“(C) all of the electrical energy and steam produced
by the facility for producing steam and electricity
which is not used by such facility is sold, for purposes
other than resale, to an agency or instrumentality of
the United States.

‘“(3) SOLID WASTE DISPOSAL FACILITY.—For purposes of
paragraph (2), the term ‘solid waste disposal facility’
means any solid waste disposal facility within the
meaning of section 103(b)(4)(E) of the Internal Revenue
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Code of 1986 (determined without regard to section
103(g) of such Code).

‘“(4) OBLIGATIONS MUST BE IN REGISTERED FORM.—This
subsection shall not apply to any obligation which is
not issued in registered form.”’

ALCOHOL-PRODUCING FACILITIES

Section 241(c) of Pub. L. 96-223, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘(1) IN GENERAL.—Subparagraph (C) of section
103(g)(3) of the Internal Revenue Code of 1986 [formerly
I.R.C. 1954] (as added by subsection (a)) shall not apply
to any facility for the production of alcohol from solid
waste if—

‘“(A) substantially all of the solid waste derived
feedstock for such facility is produced at a facility
which—

‘(i) went into full production in 1977,

‘“(ii) is located within the limits of a city, and

‘‘(iii) is located in the same metropolitan area as
the alcohol-producing facility, and

‘“(B) before March 1, 1980, there were negotiations
between a governmental body and an organization de-
scribed in section 501(c)(3) of the Internal Revenue
Code of 1986 with respect to the utilization of a spe-
cial process for the production of alcohol at such al-
cohol-producing facility.

‘(2) LIMITATION.—The aggregate amount of obliga-
tions which may be issued by reason of paragraph (1)
with respect to any project shall not exceed $30,000,000.

‘(3) TERMINATION.—This subsection shall not apply to
obligations issued after December 31, 1985.”

HYDROELECTRIC GENERATING FACILITIES

Section 242(b) of Pub. L. 96-223, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘(1) IN GENERAL.—For purposes of section 103(b)(4)(H)
of the Internal Revenue Code of 1986 [formerly I.R.C.
1954] (relating to qualified hydroelectric generating fa-
cilities), in the case of a hydroelectric generating facil-
ity described in paragraph (2)—

‘“(A) the facility shall be treated as a qualified
hydroelectric generating facility (as defined in sec-
tion 103(b)(8)(A) of such Code) without regard to
clause (ii) of section 48(1)(13)(B) of such Code (relating
to maximum generating capacity), and

‘(B) the fraction referred to in subparagraph (C) of
section 103(b)(8) of such Code shall be deemed to be 1.
‘(2) FACILITIES TO WHICH PARAGRAPH (1) APPLIES.—A

facility is described in this paragraph if—

‘“(A) it would be a qualified hydroelectric generat-
ing facility (as defined in section 103(b)(8)(A) of such
Code) if clause (ii) of section 48(1)(13)(B) did not apply,

‘“(B) it constitutes an expansion of generating ca-
pacity at an existing hydroelectric generating facil-
ity,

‘(C) such facility is located at 1 of 2 dams located
in the same county where—

‘(i) the rated capacity of the hydroelectric gener-
ating facilities at each such dam on October 18,
1979, was more than 750 megawatts,

‘“(i1) the construction of the first such dam began
in 1956, power at such first dam was first generated
in 1959, and full power production at such first dam
began in 1961, and

‘“(iii) the construction of the second such dam
began in 1959, power at such second dam was first
generated in 1963, and full power production at such
second dam began in 1964,

‘(D) acquisition or construction of the existing fa-
cility referred to in subparagraph (B) was financed
with the proceeds of an obligation described in sec-
tion 103(a)(1) of such Code,

‘“(E) the existing facility is owned and operated by
a State, political subdivision of a State, or agency or
instrumentality of any of the foregoing,

‘“(F) no more than 60 percent of the electric power
and energy produced by such existing facility and of
the qualified hydroelectric generating facility is to
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be sold to anyone other than an exempt person (with-
in the meaning of section 103(b)(3) of such Code), and

(&) the agency of the State in which the facility
is located which has jurisdiction over water rights
had granted, before October 18, 1979, a water right
under which expanded power and energy generating
capacity for the facility was contemplated.”’

STATE OBLIGATIONS FOR RENEWABLE ENERGY
PROPERTY

Section 243 of Pub. L. 96-223, as amended by Pub. L.
99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘‘(a) CERTAIN STATE OBLIGATIONS FOR RENEWABLE EN-
ERGY PROPERTY.—

‘(1) IN GENERAL.—Paragraph (1) of subsection (b) of
section 103 of the Internal Revenue Code of 1986 [for-
merly I.R.C. 1954] shall not apply to any obligation is-
sued as part of an issue substantially all of the pro-
ceeds of which are to be used to provide renewable en-
ergy property, if—

““(A) the obligations are general obligations of a
State,

“(B) the authority for the issuance of the obliga-
tions requires that taxes be levied in sufficient
amount to provide for the payment of principal and
interest on such obligations,

“(C) the amount of such obligations, when added
to the sum of the amounts of all such obligations
previously issued by the State which are outstand-
ing, does not exceed the smaller of—

‘(i) $500,000,000 or
‘‘(ii) one-half of 1 percent of the value of all
property in the State,

‘(D) such obligations are issued pursuant to a
program to provide financing for small scale energy
projects which was established by a State the legis-
lature of which, before October 18, 1979, approved a
constitutional amendment to provide for such a
program, and

‘“(E) such obligations meet the requirements of
paragraph (1) of section 103(h) of the Internal Reve-
nue Code of 1986.

‘“(2) RENEWABLE ENERGY PROPERTY.—For purposes of
this subsection, the term ‘renewable energy property’
means property used to produce energy (including
heat, electricity, and substitute fuels) from renew-
able energy sources (including wind, solar, and geo-
thermal energy, waste heat, biomass, and water).

‘“(b) EFFECTIVE DATE.—Subsection (a) shall apply
with respect to obligations issued after the date of en-
actment of this Act [Apr. 2, 1980].”

DISPOSITION OF AMOUNTS GENERATED BY ADVANCE
REFUNDING OF CERTAIN GOVERNMENTAL OBLIGATIONS

Section 337 of Pub. L. 95-600, as amended by Pub. L.
96-222, title I, §103(a)(8), Apr. 1, 1980, 94 Stat. 212; Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘‘(a) GENERAL RULE.—The payment to a charitable or-
ganization of a refund profit held in a trust fund or es-
crow arrangement, or held by an underwriter or other
person under a qualified agreement in accordance with
that agreement—

‘(1) shall not cause the refunding obligations out of
which the refund profit arose to be treated as arbi-
trage bonds (within the meaning of section 103(c) of
the Internal Revenue Code of 1986 [formerly I.R.C.
1954]) and

‘(2) may be paid without penalty imposed on the is-
suer of such obligations.

“(b) RULE FOR GOVERNMENTS WHICH HAVE ALREADY
PAID ARBITRAGE PROFITS TO THE UNITED STATES.—In
the case of a State or local government which, before
January 1, 1977—

“(1) requested in writing a rule by the Internal Rev-
enue Service with respect to the tax consequences of
paying refund profit to charitable organizations,

¢(2) failed to receive a favorable ruling and did not
pay the refund profit to a charitable organization,
and
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which accounted to the United States for refund profit
by direct payment to the United States, or by the pur-
chase of low-interest United States obligations, the
Secretary of the Treasury shall pay, out of any
amounts in the Treasury not otherwise appropriated,
an amount equal to the refund profit for which the
State or local government has accounted to the United
States. Amounts paid to a State or local government
under this subsection shall be distributed to such chari-
table organizations within 90 days after the date on
which the payment is received by the State or local
government in the same manner as if the refund profit
had not been paid to the United States and met the re-
quirements of subsection (a).
‘‘(c) DEFINITIONS.—For purposes of this section—

‘(1 REFUND PROFIT.—The term ‘Refund profit’
means interest, profit, or other amounts generated
by, or arising out of, the advance refunding, before
September 24, 1976, of an obligation of a State or local
government described in section 103 of such Code.

‘“(2) CHARITABLE ORGANIZATION.—The term ‘chari-
table organization’ means an organization described
in section 501(c)(3) of such Code and exempt from tax-
ation under section 501(a) of such Code other than an
organization described in section 509(a) of such Code.

“(3) QUALIFIED AGREEMENT.—The term ‘qualified
agreement’ means an agreement (whether or not en-
forceable) which provides for, or contemplates, the
payment of refund profit to one or more charitable
organizations.

‘“(4) LOW-INTEREST UNITED STATES OBLIGATIONS.—
The term ‘low-interest United States obligations’
means United States obligations which bear an inter-
est rate lower than the highest rate of interest borne
by public debt securities generally available for pur-
chase at the time such obligations were purchased.”

TRANSITIONAL PROVISIONS FOR INDUSTRIAL
DEVELOPMENT BONDS ISSUED BEFORE JANUARY 1, 1969

Section 107(b)(2) of Pub. L. 90-364, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:
‘“‘Section 103(c)(1) of the Internal Revenue Code of 1986
[formerly I.R.C. 1954], as amended by subsection (a)
[subsec. (b)(1), formerly subsec. (¢)(1) of this section],
shall not apply with respect to any obligation issued
before January 1, 1969, if before May 1, 1968—

““(A) the issuance of the obligation (or the project
in connection with which the proceeds of the obliga-
tions are to be used) was authorized or approved by
the governing body of the governmental unit issuing
the obligation or by the voters of such governmental
unit;

‘(B) in connection with the issuance of such obliga-
tion or with the use of the proceeds to be derived
from the sale of such obligation or the property to be
acquired or improved with such proceeds, a govern-
mental unit has made a significant financial commit-
ment;

‘“(C) any person (other than a governmental unit)
who will use the proceeds to be derived from the sale
of such obligation or the property to be acquired or
improved with such proceeds has expended (or has en-
tered into a binding contract to expend) for purposes
which are related to the use of such proceeds or prop-
erty, an amount equal to or in excess of 20 percent of
such proceeds; or

‘(D) in the case of an obligation issued in conjunc-
tion with a project where financial assistance will be
provided by a governmental agency concerned with
economic development, such agency has approved the
project or an application for financial assistance is
pending.”’

[§103A. Repealed. Pub. L. 99-514, title XIII,
§1301()(1), Oct. 22, 1986, 100 Stat. 2657]

Section, added Pub. L. 96-499, title XI, §1102(a), Dec.
5, 1980, 94 Stat. 2660; amended Pub. L. 96-595, §5(a), (b),
Dec. 24, 1980, 94 Stat. 3467; Pub. L. 97-248, title II,
§220(a)—(e), title III, §310(c)(3), (4), Sept. 3, 1982, 96 Stat.
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475, 476, 599; Pub. L. 98-369, div. A, title I, §42(a)(2), title
VI, §§611(a)—(c), 612(b), 624(b)(1), July 18, 1984, 98 Stat.
556, 901-903, 911, 924; Pub. L. 99-514, title XVIII, §1861,
Oct. 22, 1986, 100 Stat. 2883, related to mortgage subsidy
bonds. See section 143 of this title.

EFFECTIVE DATE OF REPEAL

Repeal applicable to bonds issued after Aug. 15, 1986,
except as otherwise provided, see sections 1311 to 1318 of
Pub. L. 99-514, set out as an Effective Date; Transi-
tional Rules note under section 141 of this title.

§ 104. Compensation for injuries or sickness

(a) In general

Except in the case of amounts attributable to
(and not in excess of) deductions allowed under
section 213 (relating to medical, etc., expenses)
for any prior taxable year, gross income does
not include—

(1) amounts received under workmen’s com-
pensation acts as compensation for personal
injuries or sickness;

(2) the amount of any damages (other than
punitive damages) received (whether by suit or
agreement and whether as lump sums or as
periodic payments) on account of personal
physical injuries or physical sickness;

(3) amounts received through accident or
health insurance (or through an arrangement
having the effect of accident or health insur-
ance) for personal injuries or sickness (other
than amounts received by an employee, to the
extent such amounts (A) are attributable to
contributions by the employer which were not
includible in the gross income of the em-
ployee, or (B) are paid by the employer);

(4) amounts received as a pension, annuity,
or similar allowance for personal injuries or
sickness resulting from active service in the
armed forces of any country or in the Coast
and Geodetic Survey or the Public Health
Service, or as a disability annuity payable
under the provisions of section 808 of the For-
eign Service Act of 1980; and

(5) amounts received by an individual as dis-
ability income attributable to injuries in-
curred as a direct result of a terroristic or
military action (as defined in section
692(c)(2)).

For purposes of paragraph (3), in the case of an
individual who is, or has been, an employee
within the meaning of section 401(c)(1) (relating
to self-employed individuals), contributions
made on behalf of such individual while he was
such an employee to a trust described in section
401(a) which is exempt from tax under section
501(a), or under a plan described in section
403(a), shall, to the extent allowed as deductions
under section 404, be treated as contributions by
the employer which were not includible in the
gross income of the employee. For purposes of
paragraph (2), emotional distress shall not be
treated as a physical injury or physical sick-
ness. The preceding sentence shall not apply to
an amount of damages not in excess of the
amount paid for medical care (described in sub-
paragraph (A) or (B) of section 213(d)(1)) attrib-
utable to emotional distress.
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(b) Termination of application of subsection
(a)(4) in certain cases

(1) In general

Subsection (a)(4) shall not apply in the case
of any individual who is not described in para-
graph (2).

(2) Individuals to whom subsection (a)(4) con-
tinues to apply

An individual is described in this paragraph
if—

(A) on or before September 24, 1975, he was
entitled to receive any amount described in
subsection (a)(4),

(B) on September 24, 1975, he was a member
of any organization (or reserve component
thereof) referred to in subsection (a)(4) or
under a binding written commitment to be-
come such a member,

(C) he receives an amount described in sub-
section (a)(4) by reason of a combat-related
injury, or

(D) on application therefor, he would be
entitled to receive disability compensation
from the Veterans’ Administration.

(3) Special rules for combat-related injuries

For purposes of this subsection, the term
‘‘combat-related injury’ means personal in-
jury or sickness—

(A) which is incurred—
(i) as a direct result of armed conflict,
(ii) while engaged in extrahazardous
service, or
(iii) under conditions simulating war; or

(B) which is caused by an instrumentality
of war.

In the case of an individual who is not de-
scribed in subparagraph (A) or (B) of para-
graph (2), except as provided in paragraph (4),
the only amounts taken into account under
subsection (a)(4) shall be the amounts which
he receives by reason of a combat-related in-
jury.

(4) Amount excluded to be not less than veter-

ans’ disability compensation

In the case of any individual described in
paragraph (2), the amounts excludable under
subsection (a)(4) for any period with respect to
any individual shall not be less than the maxi-
mum amount which such individual, on appli-
cation therefor, would be entitled to receive as
disability compensation from the Veterans’
Administration.

(c) Application of prior law in certain cases

The phrase ‘‘(other than punitive damages)”’
shall not apply to punitive damages awarded in
a civil action—

(1) which is a wrongful death action, and

(2) with respect to which applicable State
law (as in effect on September 13, 1995 and
without regard to any modification after such
date) provides, or has been construed to pro-
vide by a court of competent jurisdiction pur-
suant to a decision issued on or before Sep-
tember 13, 1995, that only punitive damages
may be awarded in such an action.

This subsection shall cease to apply to any civil
action filed on or after the first date on which
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the applicable State law ceases to provide (or is
no longer construed to provide) the treatment
described in paragraph (2).

(d) Cross references

(1) For exclusion from employee’s gross income of
employer contributions to accident and health
plans, see section 106.

(2) For exclusion of part of disability retirement
pay from the application of subsection (a)(4) of this
section, see section 1403 of title 10, United States
Code (relating to career compensation laws).

(Aug. 16, 1954, ch. 736, 68A Stat. 30; Pub. L. 86-723,
§51, Sept. 8, 1960, 74 Stat. 847; Pub. L. 87-792,
§7(d), Oct. 10, 1962, 76 Stat. 829; Pub. L. 94-455,
title V, §505(b), (e)(1), title XIX, §1901(a)(18), Oct.
4, 1976, 90 Stat. 1567, 1568, 1766; Pub. L. 96-465,
title II, §2206(e)(1), Oct. 17, 1980, 94 Stat. 2162;
Pub. L. 97-473, title I, §101(a), Jan. 14, 1983, 96
Stat. 2605; Pub. L. 101-239, title VII, §7641(a),
Dec. 19, 1989, 103 Stat. 2379; Pub. L. 104-188, title
I, §1605(a)—(c), Aug. 20, 1996, 110 Stat. 1838; Pub.
L. 104-191, title III, §311(b), Aug. 21, 1996, 110
Stat. 20563; Pub. L. 107-134, title I, §113(a), Jan.
23, 2002, 115 Stat. 2435.)

REFERENCES IN TEXT

Section 808 of the Foreign Service Act of 1980, re-
ferred to in subsec. (a)(4), is Pub. L. 96-465, title I, §3808,
Oct. 17, 1980, 94 Stat. 2110, which is classified to section
4048 of Title 22, Foreign Relations and Intercourse.

AMENDMENTS

2002—Subsec. (a)(5). Pub. L. 107-134 substituted ‘‘a ter-
roristic or military action (as defined in section
692(c)(2)).” for ‘‘a violent attack which the Secretary of
State determines to be a terrorist attack and which oc-
curred while such individual was an employee of the
United States engaged in the performance of his offi-
cial duties outside the United States.”

1996—Subsec. (a). Pub. L. 104-188, §1605(b), in closing
provisions, substituted ‘‘For purposes of paragraph (2),
emotional distress shall not be treated as a physical in-
jury or physical sickness. The preceding sentence shall
not apply to an amount of damages not in excess of the
amount paid for medical care (described in subpara-
graph (A) or (B) of section 213(d)(1)) attributable to
emotional distress.” for ‘‘Paragraph (2) shall not apply
to any punitive damages in connection with a case not
involving physical injury or physical sickness.”

Subsec. (a)(2). Pub. L. 104-188, §1605(a), amended par.
(2) generally. Prior to amendment, par. (2) read as fol-
lows: ‘“‘the amount of any damages received (whether
by suit or agreement and whether as lump sums or as
periodic payments) on account of personal injuries or
sickness;”.

Subsec. (a)(3). Pub. L. 104-191 inserted ‘‘(or through
an arrangement having the effect of accident or health
insurance)’’ after ‘‘accident or health insurance”.

Subsecs. (c¢), (d). Pub. L. 104-188, §1605(c), added sub-
sec. (¢) and redesignated former subsec. (¢) as (d).

1989—Subsec. (a). Pub. L. 101-239 inserted at end
‘“‘Paragraph (2) shall not apply to any punitive damages
in connection with a case not involving physical injury
or physical sickness.”

1983—Subsec. (a)(2). Pub. L. 97473 substituted
‘““‘whether by suit or agreement and whether as lump
sums or as periodic payments’ for ‘‘whether by suit or
agreement’’.

1980—Subsec. (a)(4). Pub. L. 96-465 substituted ref-
erence to section 808 of the Foreign Service Act of 1980
for reference to section 831 of the Foreign Service Act
of 1946.

1976—Subsec. (a)(4). Pub. L. 94-455, §1901(a)(18)(A),
struck out ‘‘; 60 Stat. 1021’ after ‘(22 U.S.C. 1081"".

Subsec. (a)(5). Pub. L. 94-455, §505(e)(1), added par. (5).

Subsecs. (b), (¢). Pub. L. 94-455, §505(b), added subsec.
(b), redesignated former subsec. (b) as (¢) and, as so re-
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designated, §1901(a)(18)(B), substituted ‘1403 of title 10,
United States Code (relating to career compensation
laws)”’ for ‘“402(h) of the Career Compensation Act of
1949 (37 U.S.C. 272(h))”.

1962—Subsec. (a). Pub. L. 87-792 inserted sentence re-
quiring contributions made on behalf of an individual
who is, or has been, an employee within the meaning of
section 401(c)(1), while he was such an employee to a
trust which is exempt from tax, or under a plan de-
scribed in section 403(a), to be treated as contributions
by the employer which were not includible in the gross
income of the employee.

1960—Subsec. (a)(4). Pub. L. 86-723 provided for exclu-
sion from gross income of amounts received as a dis-
ability annuity payable under the provisions of section
831 of the Foreign Service Act of 1946, as amended.

CHANGE OF NAME

Reference to Veterans’ Administration deemed to
refer to Department of Veterans Affairs pursuant to
section 10 of Pub. L. 100-527, set out as a Department of
Veterans Affairs Act note under section 301 of Title 38,
Veterans’ Benefits.

Coast and Geodetic Survey consolidated with Na-
tional Weather Bureau in 1965 to form Environmental
Science Services Administration by Reorg. Plan No. 2
of 1965, eff. July 13, 1965, 30 FR 8819, 79 Stat. 1318. Envi-
ronmental Science Services Administration abolished
in 1970 and its personnel, property, records, etc., trans-
ferred to National Oceanic and Atmospheric Adminis-
tration by Reorg. Plan No. 4 of 1970, eff. Oct. 3, 1970, 35
FR 15627, 84 Stat. 2090. By order of Acting Associate Ad-
ministrator of National Oceanic and Atmospheric Ad-
ministration, 36 FR 19249, Dec. 19, 1970, Coast and Geo-
detic Survey redesignated National Ocean Survey. See
notes under section 311 of Title 15, Commerce and
Trade.

EFFECTIVE DATE OF 2002 AMENDMENT

Pub. L. 107-134, title I, §113(c), Jan. 23, 2002, 115 Stat.
2435, provided that: ‘“The amendments made by this
section [amending this section and section 692 of this
title] shall apply to taxable years ending on or after
September 11, 2001.”

EFFECTIVE DATE OF 1996 AMENDMENTS

Section 311(c) of Pub. L. 104-191 provided that: ‘“The
amendments made by this section [amending this sec-
tion and section 162 of this title] shall apply to taxable
years beginning after December 31, 1996.”

Section 1605(d) of Pub. L. 104-188 provided that:

‘(1) IN GENERAL.—Except as provided in paragraph (2),
the amendments made by this section [amending this
section] shall apply to amounts received after the date
of the enactment of this Act [Aug. 20, 1996], in taxable
years ending after such date.

‘(2) EXCEPTION.—The amendments made by this sec-
tion shall not apply to any amount received under a
written binding agreement, court decree, or mediation
award in effect on (or issued on or before) September 13,
1995.”

EFFECTIVE DATE OF 1989 AMENDMENT

Section 7641(b) of Pub. L. 101-239 provided that:

‘(1) IN GENERAL.—Except as provided in paragraph (2),
the amendment made by subsection (a) [amending this
section] shall apply to amounts received after July 10,
1989, in taxable years ending after such date.

‘‘(2) EXCEPTION.—The amendment made by subsection
(a) shall not apply to any amount received—

‘“(A) under any written binding agreement, court
decree, or mediation award in effect on (or issued on
or before) July 10, 1989, or

‘(B) pursuant to any suit filed on or before July 10,
1989.”

EFFECTIVE DATE OF 1980 AMENDMENT

Amendment by Pub. L. 96-465 effective Feb. 15, 1981,
except as otherwise provided, see section 2403 of Pub. L.
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96-465, set out as an Effective Date note under section
3901 of Title 22, Foreign Relations and Intercourse.

EFFECTIVE DATE OF 1976 AMENDMENT

Amendment by section 505(b) of Pub. L. 94-455 appli-
cable to taxable years beginning after Dec. 31, 1975, see
section 508 of Pub. L. 94-455, set out as a note under sec-
tion 3 of this title.

Section 505(e)(2) of Pub. L. 94-455 provided that: ‘““The
amendments made by this subsection [amending this
section] shall apply to taxable years beginning after
December 31, 1976.”’

Amendment by section 1901(a)(18)(A) of Pub. L. 94-455
applicable with respect to taxable years beginning after
Dec. 31, 1976, see section 1901(d) of Pub. L. 94-455, set
out as a note under section 2 of this title.

EFFECTIVE DATE OF 1962 AMENDMENT

Amendment by Pub. L. 87-792 applicable to taxable
years beginning after Dec. 31, 1962, see section 8 of Pub.
L. 87-792, set out as a note under section 22 of this title.

EFFECTIVE DATE OF 1960 AMENDMENT

Section 56(e) of Pub. L. 86-723 provided that: ‘“The
amendment made by section 51 of this Act [amending
this section] shall be effective with respect to taxable
yvears ending after the date of enactment of this Act
[Sept. 8, 1960].”

TRANSFER OF FUNCTIONS

Secretary of Health, Education, and Welfare redesig-
nated Secretary of Health and Human Services by sec-
tion 3508 of Title 20, Education.

Functions of Public Health Service, Surgeon General
of Public Health Service, and all other officers and em-
ployees of Public Health Service, and functions of all
agencies of or in Public Health Service transferred to
Secretary of Health, Education, and Welfare by 1966
Reorg. Plan No. 3, 31 F.R. 8855, 80 Stat. 1610, effective
June 25, 1966, set out in the Appendix to Title 5, Gov-
ernment Organization and Employees.

§105. Amounts received under accident and
health plans

(a) Amounts attributable to employer contribu-
tions

Except as otherwise provided in this section,
amounts received by an employee through acci-
dent or health insurance for personal injuries or
sickness shall be included in gross income to the
extent such amounts (1) are attributable to con-
tributions by the employer which were not in-
cludible in the gross income of the employee, or
(2) are paid by the employer.

(b) Amounts expended for medical care

Except in the case of amounts attributable to
(and not in excess of) deductions allowed under
section 213 (relating to medical, etc., expenses)
for any prior taxable year, gross income does
not include amounts referred to in subsection
(a) if such amounts are paid, directly or indi-
rectly, to the taxpayer to reimburse the tax-
payer for expenses incurred by him for the medi-
cal care (as defined in section 213(d)) of the tax-
payer, his spouse, his dependents (as defined in
section 152, determined without regard to sub-
sections (b)(1), (b)(2), and (d)(1)(B) thereof), and
any child (as defined in section 152(f)(1)) of the
taxpayer who as of the end of the taxable year
has not attained age 27. Any child to whom sec-
tion 152(e) applies shall be treated as a depend-
ent of both parents for purposes of this sub-
section.
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(c) Payments unrelated to absence from work

Gross income does not include amounts re-
ferred to in subsection (a) to the extent such
amounts—

(1) constitute payment for the permanent
loss or loss of use of a member or function of
the body, or the permanent disfigurement, of
the taxpayer, his spouse, or a dependent (as
defined in section 152, determined without re-
gard to subsections (b)(1), (b)(2), and (d)(1)(B)
thereof), and

(2) are computed with reference to the na-
ture of the injury without regard to the period
the employee is absent from work.

[(d) Repealed. Pub. L. 98-21, title I, § 122(b), Apr.
20, 1983, 97 Stat. 87]

(e) Accident and health plans

For purposes of this section and section 104—
(1) amounts received under an accident or
health plan for employees, and
(2) amounts received from a sickness and
disability fund for employees maintained
under the law of a State or the District of Co-
lumbia,

shall be treated as amounts received through ac-
cident or health insurance.

(f) Rules for application of section 213

For purposes of section 213(a) (relating to med-
ical, dental, etc., expenses) amounts excluded
from gross income under subsection (c¢c) or (d)
shall not be considered as compensation (by in-
surance or otherwise) for expenses paid for medi-
cal care.

(g) Self-employed individual not considered an

employee
For purposes of this section, the term ‘“‘em-
ployee’ does not include an individual who is an

employee within the meaning of section 401(c)(1)

(relating to self-employed individuals).

(h) Amount paid to highly compensated individ-
uals under a discriminatory self-insured
medical expense reimbursement plan

(1) In general

In the case of amounts paid to a highly com-
pensated individual under a self-insured medi-
cal reimbursement plan which does not satisfy
the requirements of paragraph (2) for a plan
year, subsection (b) shall not apply to such
amounts to the extent they constitute an ex-
cess reimbursement of such highly com-
pensated individual.

(2) Prohibition of discrimination

A self-insured medical reimbursement plan
satisfies the requirements of this paragraph
only if—

(A) the plan does not discriminate in favor
of highly compensated individuals as to eli-
gibility to participate; and

(B) the benefits provided under the plan do
not discriminate in favor of participants
who are highly compensated individuals.

(3) Nondiscriminatory eligibility classifications
(A) In general

A self-insured medical reimbursement plan
does not satisfy the requirements of sub-
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paragraph (A) of paragraph (2) unless such
plan benefits—

(i) 70 percent or more of all employees,
or 80 percent or more of all the employees
who are eligible to benefit under the plan
if 70 percent or more of all employees are
eligible to benefit under the plan; or

(i1) such employees as qualify under a
classification set up by the employer and
found by the Secretary not to be discrimi-
natory in favor of highly compensated in-
dividuals.

(B) Exclusion of certain employees

For purposes of subparagraph (A), there
may be excluded from consideration—
(i) employees who have not completed 3
years of service;
(ii) employees who have not attained age
25;

(iii) part-time or seasonal employees;

(iv) employees not included in the plan
who are included in a unit of employees
covered by an agreement between em-
ployee representatives and one or more
employers which the Secretary finds to be
a collective bargaining agreement, if acci-
dent and health benefits were the subject
of good faith bargaining between such em-
ployee representatives and such employer
or employers; and

(v) employees who are nonresident aliens
and who receive no earned income (within
the meaning of section 911(d)(2)) from the
employer which constitutes income from
sources within the United States (within
the meaning of section 861(a)(3)).

(4) Nondiscriminatory benefits

A self-insured medical reimbursement plan
does not meet the requirements of subpara-
graph (B) of paragraph (2) unless all benefits
provided for participants who are highly com-
pensated individuals are provided for all other
participants.

(5) Highly compensated individual defined

For purposes of this subsection, the term
“highly compensated individual’”’ means an in-
dividual who is—

(A) one of the 5 highest paid officers,

(B) a shareholder who owns (with the ap-
plication of section 318) more than 10 per-
cent in value of the stock of the employer,
or

(C) among the highest paid 25 percent of
all employees (other than employees de-
scribed in paragraph (3)(B) who are not par-
ticipants).

(6) Self-insured medical reimbursement plan

The term ‘‘self-insured medical reimburse-
ment plan” means a plan of an employer to re-
imburse employees for expenses referred to in
subsection (b) for which reimbursement is not
provided under a policy of accident and health
insurance.

(7) Excess reimbursement of highly com-
pensated individual

For purposes of this section, the excess re-
imbursement of a highly compensated individ-
ual which is attributable to a self-insured
medical reimbursement plan is—
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(A) in the case of a benefit available to
highly compensated individuals but not to
all other participants (or which otherwise
fails to satisfy the requirements of para-
graph (2)(B)), the amount reimbursed under
the plan to the employee with respect to
such benefit, and

(B) in the case of benefits (other than ben-
efits described in subparagraph (A)! paid to
a highly compensated individual by a plan
which fails to satisfy the requirements of
paragraph (2), the total amount reimbursed
to the highly compensated individual for the
plan year multiplied by a fraction—

(i) the numerator of which is the total
amount reimbursed to all participants who
are highly compensated individuals under
the plan for the plan year, and

(ii) the denominator of which is the total
amount reimbursed to all employees under
the plan for such plan year.

In determining the fraction under subpara-
graph (B), there shall not be taken into ac-
count any reimbursement which is attrib-
utable to a benefit described in subparagraph
(A).

(8) Certain controlled groups, etc.

All employees who are treated as employed
by a single employer under subsection (b), (c),
or (m) of section 414 shall be treated as em-
ployed by a single employer for purposes of
this section.

(9) Regulations

The Secretary shall prescribe such regula-
tions as may be necessary to carry out the
provisions of this section.

(10) Time of inclusion

Any amount paid for a plan year that is in-
cluded in income by reason of this subsection
shall be treated as received or accrued in the
taxable year of the participant in which the
plan year ends.

(i) Sick pay under Railroad Unemployment In-
surance Act

Notwithstanding any other provision of law,
gross income includes benefits paid under sec-
tion 2(a) of the Railroad Unemployment Insur-
ance Act for days of sickness; except to the ex-
tent such sickness (as determined in accordance
with standards prescribed by the Railroad Re-
tirement Board) is the result of on-the-job in-
jury.

(j) Special rule for certain governmental plans

(1) In general

For purposes of subsection (b), amounts paid
(directly or indirectly) to the taxpayer from
an accident or health plan described in para-
graph (2) shall not fail to be excluded from
gross income solely because such plan, on or
before January 1, 2008, provides for reimburse-
ments of health care expenses of a deceased
plan participant’s beneficiary.

(2) Plan described

An accident or health plan is described in
this paragraph if such plan is funded by a med-

1So0 in original. Probably should be followed by a closing
parenthesis.
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ical trust that is established in connection
with a public retirement system and that—
(A) has been authorized by a State legisla-
ture, or
(B) has received a favorable ruling from
the Internal Revenue Service that the
trust’s income is not includible in gross in-
come under section 115.

(Aug. 16, 1954, ch. 736, 68A Stat. 30; Pub. L. 87-792,
§7(e), Oct. 10, 1962, 76 Stat. 829; Pub. L. 88-272,
title II, §205(a), Feb. 26, 1964, 78 Stat. 38; Pub. L.
94-455, title V, §505(a), title XIX, §1901(c)(2), Oct.
4, 1976, 90 Stat. 1566, 1803; Pub. L. 95-600, title III,
§366(a), title VII, §701(c)(1), Nov. 6, 1978, 92 Stat.
2855, 2899; Pub. L. 96-222, title I, §103(a)(13)(B),
(C), Apr. 1, 1980, 94 Stat. 213; Pub. L. 96-605, title
II, §201(b)(1), Dec. 28, 1980, 94 Stat. 3527; Pub. L.
96-613, §5(b)(1), Dec. 28, 1980, 94 Stat. 3581; Pub.
L. 97-34, title I, §§103(c)(2), 111(b)(4), Aug. 13,
1981, 95 Stat. 188, 194; Pub. L. 97-248, title II,
§202(b)(3)(C), Sept. 3, 1982, 96 Stat. 421; Pub. L.
98-21, title I, §122(b), Apr. 20, 1983, 97 Stat. 87;
Pub. L. 98-76, title II, §241(a), Aug. 12, 1983, 97
Stat. 430; Pub. L. 98-369, div. A, title IV,
§423(b)(2), July 18, 1984, 98 Stat. 800; Pub. L.
99-514, title XI, §1151(c)(2), title XIII, §1301(j)(9),
Oct. 22, 1986, 100 Stat. 2503, 2658; Pub. L. 101-140,
title II, §203(a)(1), Nov. 8, 1989, 103 Stat. 830; Pub.
L. 108-311, title II, §207(9), Oct. 4, 2004, 118 Stat.
1177; Pub. L. 110458, title I, §124(a), Dec. 23, 2008,
122 Stat. 5114; Pub. L. 111-152, title I, §1004(d)(1),
Mar. 30, 2010, 124 Stat. 1035.)

REFERENCES IN TEXT

Section 2(a) of the Railroad Unemployment Insurance
Act, referred to in subsec. (i), is classified to section
3562(a) of Title 45, Railroads.

AMENDMENTS

2010—Subsec. (b). Pub. L. 111-152 substituted ‘‘his de-
pendents” for ‘‘and his dependents’ and inserted ‘‘, and
any child (as defined in section 152(f)(1)) of the taxpayer
who as of the end of the taxable year has not attained
age 27 after ‘‘thereof)’.

2008—Subsec. (j). Pub. L. 110-458 added subsec. (j).

2004—Subsecs. (b), (c)(1). Pub. L. 108-311 inserted
¢, determined without regard to subsections (b)(1),
(0)(2), and (d)(1)(B) thereof’ after ‘‘section 152”°.

1989—Subsecs. (h), (i). Pub. L. 101-140 amended sub-
secs. (h) and (i) to read as if amendments by Pub. L.

99-514, §1151(c)(2), had not been enacted, see 1986
Amendment note below.
1986—Subsec. (d)(5)(C). Pub. L. 99-514, §1301(j)(9),

which directed that subpar. (C) be amended by sub-
stituting ‘‘section 7703(a)”’ for ‘‘section 143(a)’’, could
not be executed because subsec. (d) was previously re-
pealed by Pub. L. 98-21. See 1983 Amendment note
below.

Subsecs. (h), (i). Pub. L. 99-514, §1151(c)(2), redesig-
nated subsec. (i) as (h) and struck out former subsec.
(h) which related to amount paid to highly com-
pensated individuals under a discriminatory self-in-
sured medical expense reimbursement plan.

1984—Subsec. (b). Pub. L. 98-369 inserted ‘‘Any child
to whom section 152(e) applies shall be treated as a de-
pendent of both parents for purposes of this sub-
section.”

1983—Subsec. (d). Pub. L. 98-21 struck out subsec. (d)
which provided that no deduction or credit would be al-
lowed with respect to any expenditure which is prop-
erly associated with any amount excluded from gross
income under subsec. (a).

Subsec. (i). Pub. L. 98-76 added subsec. (i).

1982—Subsec. (b). Pub. L. 97-248 substituted ‘‘section
213(d)” for ‘‘section 213(e)”’.
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1981—Subsec. (d)(3). Pub. L. 97-34, §103(c)(2), sub-
stituted ‘‘this subsection and section 221°° for ‘‘this sub-
section’ in parenthetical provision.

Subsec. (h)(3)(B)(v). Pub. L. 97-34, §111(b)(4),
stituted ‘‘section 911(d)(2)” for ‘‘section 911(b)”.

1980—Subsec. (h)(3)(A). Pub. L. 96-222, §103(a)(13)(B),
substituted ‘‘highly compensated individuals’ for
“highly compensated participants’.

Subsec. (h)(7)(A). Pub. L. 96-222, §103(a)(13)(C), sub-
stituted ‘‘highly compensated individuals but not to all
other participants (or which otherwise fails to satisfy
the requirements of paragraph (2)(B))” for ‘‘a highly
compensated individual but not to a broad cross-sec-
tion of employees’.

Subsec. (h)(8). Pub. L. 96-613 and Pub. L. 96-605 made
identical amendments by substituting in heading ‘‘con-
trolled groups, etc.” for ‘‘controlled groups’, and by
substituting in text ‘‘subsection (b), (c), or (m) of sec-
tion 414> for ‘“‘subsection (b) or (c) of section 414”.

1978—Subsec. (d)(4). Pub. L. 95-600, §701 (c)(1), redesig-
nated par. (5) as (4). Former par. (4) redesignated (5)(A)
and (C).

Subsec. (d)(5). Pub. L. 95-600, § 701(c)(1), added heading
and subpar. (B), redesignated former par. (4) as subpars.
(A) and (C), adding subpar. (C) heading and substituting
‘“‘section 143(a)” for ‘‘section 143’’; and redesignated
former par. (6) as subpar. (D), inserting ‘‘defined” in
heading.

Subsec. (d)(6), (7). Pub. L. 95-600, §701(c)(1), redesig-
nated par. (7) as (6). Former par. (6) redesignated (5)(D).

Subsec. (h). Pub. L. 95-600, §366(a), added subsec. (h).

1976—Subsec. (d). Pub. L. 94-455, §505(a), substituted
provisions relating to an exclusion of up to $5,200 a year
for taxpayers retiring on disability prior to age 65; dol-
lar-for-dollar phase out of exclusion for adjusted an-
nual gross income (including disability income) in ex-
cess of $15,000; requirement that married couple must
file joint return; defined ‘‘permanent and total disabil-
ity”’ and ‘‘joint return’’; and inserted special rule for
coordination with section 72 of this title for provisions
relating to wage continuation plans.

Subsec. (e)(2). Pub. L. 94-455, §1901(c)(2), struck out ‘“‘a
territory’’ after ‘‘of a State’.

1964—Subsec. (d). Pub. L. 88272 substituted provi-
sions stating that ‘“The preceding sentence shall not
apply to amounts attributable to the first 30 days if
the amounts exceed 75 percent of regular weekly wages,
and if they do not exceed said 75 percent, the first sen-
tence of this subsection shall not apply to the extent
the amounts exceed $75 weekly and shall not apply to
amounts attributable to the first 7 calendar days unless
the employee is hospitalized for injury or sickness for
at least 1 day in such period, for provisions stating that
said ‘‘preceding sentence’ did not apply in cases of
sickness, to amounts attributable to the first 7 days
unless the employee was hospitalized for sickness for at
least 1 day during such period.

1962—Subsec. (g). Pub. L. 87-792 added subsec. (g).

EFFECTIVE DATE OF 2008 AMENDMENT

Pub. L. 110458, title I, §124(b), Dec. 23, 2008, 122 Stat.
5115, provided that: ‘“The amendment made by sub-
section (a) [amending this section] shall apply to pay-
ments before, on, or after the date of the enactment of
this Act [Dec. 23, 2008].”

EFFECTIVE DATE OF 2004 AMENDMENT

Amendment by Pub. L. 108-311 applicable to taxable
years beginning after Dec. 31, 2004, see section 208 of
Pub. L. 108-311, set out as a note under section 2 of this
title.

sub-

EFFECTIVE DATE OF 1989 AMENDMENT

Amendment by Pub. L. 101-140 effective as if included
in section 1151 of Pub. L. 99-514, see section 203(c) of
Pub. L. 101-140, set out as a note under section 79 of
this title.

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by section 1151(c)(2) of Pub. L. 99-514 ap-
plicable, with certain qualifications and exceptions, to
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years beginning after Dec. 31, 1988, see section 1151(k) of
Pub. L. 99-514, as amended, set out as a note under sec-
tion 79 of this title.

Amendment by section 1301(j)(9) of Pub. L. 99-514 ap-
plicable to bonds issued after Aug. 15, 1986, except as
otherwise provided, see sections 1311 to 1318 of Pub. L.
99-514, set out as an Effective Date; Transitional Rules
note under section 141 of this title.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment by Pub. L. 98-369 applicable to taxable
years beginning after Dec. 31, 1984, see section 423(d) of
Pub. L. 98-369, set out as a note under section 2 of this
title.

EFFECTIVE DATE OF 1983 AMENDMENTS

Section 241(b) of Pub. L. 98-76 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to amounts received after December
31, 1983, in taxable years ending after such date.”

Amendment by Pub. L. 98-21 applicable to taxable
years beginning after Dec. 31, 1983, except that if an in-
dividual’s annuity starting date was deferred under
subsec. (d)(6) as in effect the day before Apr. 20, 1983,
such deferral shall end on the first day of such individ-
ual’s first taxable year beginning after Dec. 31, 1983, see
section 122(d) of Pub. L. 98-21 set out as a note under
section 22 of this title.

EFFECTIVE DATE OF 1982 AMENDMENT

Amendment by Pub. L. 97-248 applicable to taxable
years beginning after Dec. 31, 1983, see section 202(c) of
Pub. L. 97-248, set out as a note under section 213 of
this title.

EFFECTIVE DATE OF 1981 AMENDMENT

Amendment by Pub. L. 97-34 applicable to taxable
yvears beginning after Dec. 31, 1981, see sections 103(d)
and 115 of Pub. L. 97-34, set out as notes under sections
62 and 911, respectively, of this title.

EFFECTIVE DATE OF 1980 AMENDMENTS

Amendments by Pub. L. 96-605 and 96-613 applicable
to years ending after Nov. 30, 1980, except in the case of
a plan in existence on Nov. 30, 1980, where amendments
applicable to plan years beginning after Nov. 30, 1980,
see section 201(c) of Pub. L. 96-605 and section 5(c) of
Pub. L. 96-613, set out as a note under section 414 of
this title.

Amendment by Pub. L. 96-222 effective, except as
otherwise provided, as if it had been included in the
provisions of the Revenue Act of 1978, Pub. L. 95-600, to
which such amendment relates, see section 201 of Pub.
L. 96-222, set out as a note under section 32 of this title.

EFFECTIVE DATE OF 1978 AMENDMENT

Section 366(b) of Pub. L. 95-600, as amended by Pub.
L. 96-222, title I, §103(a)(13)(D), Apr. 1, 1980, 94 Stat. 213,
provided that: ‘“The amendment made by this section
[amending this section] shall apply to amounts reim-
bursed after December 31, 1979. For purposes of apply-
ing such amendment, there shall not be taken into ac-
count any amount reimbursed before January 1, 1980.”

Section 701(c)(3) of Pub. L. 95-600, as amended by Pub.
L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, provided that:

‘“(A) The amendments made by paragraphs (1) and
(2)(A) [amending this section and provisions set out as
a note under this section] shall take effect as if in-
cluded in section 105(d) of the Internal Revenue Code of
1986 [formerly I.R.C. 1954] as such section was amended
by section 505(a) of the Tax Reform Act of 1976.

‘“(B) The amendments made by paragraph (2)(B)
[amending provisions set out as notes under this sec-
tion] shall take effect as if included in section 301 of
the Tax Reduction and Simplification Act of 1977 [Pub.
L. 95-30, title III, §301, May 23, 1977, 91 Stat. 152].”

EFFECTIVE DATE OF 1976 AMENDMENT

Section 505(f) of Pub. L. 94-455, as added by Pub. L.
95-30, title III, §301(a), May 23, 1977, 91 Stat. 151, pro-
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vided that: ‘“The amendment made by subsection (a)
[amending this section] shall apply to taxable years be-
ginning after December 31, 1976.”

Amendment by section 1901(c)(2) of Pub. L. 94-455 ap-
plicable with respect to taxable years beginning after
Dec. 31, 1976, see section 1901(d) of Pub. L. 94-455, set
out as a note under section 2 of this title.

EFFECTIVE DATE OF 1964 AMENDMENT

Section 205(b) of Pub. L. 88-272 provided that: ‘“The
amendment made by subsection (a) [amending this sec-
tion] shall apply to amounts attributable to periods of
absence commencing after December 31, 1963."’

EFFECTIVE DATE OF 1962 AMENDMENT

Amendment by Pub. L. 87-792 applicable to taxable
years beginning after Dec. 31, 1962, see section 8 of Pub.
L. 87-792, set out as a note under section 22 of this title.

NONENFORCEMENT OF AMENDMENT MADE BY SECTION
1151 oF PUB. L. 99-514 FOR FISCAL YEAR 1990

No monies appropriated by Pub. L. 101-136 to be used
to implement or enforce section 1151 of Pub. L. 99-514
or the amendments made by such section, see section
528 of Pub. L. 101-136, set out as a note under section 89
of this title.

REVOCATION OF ELECTION

Pub. L. 95-30, title III, §301(c), May 23, 1977, 91 Stat.
151, as amended by Pub. L. 95600, title VII,
§701(c)(2)(B), Nov. 6, 1978, 92 Stat. 2900; Pub. L. 99-514,
§2, Oct. 22, 1986, 100 Stat. 2095, provided that: ““Any elec-
tion made under section 105(d)(6) of the Internal Reve-
nue Code of 1986 [formerly I.R.C. 1954] or under section
505(d) of the Tax Reform Act of 1976 [set out below] for
a taxable year beginning in 1976 may be revoked (in
such manner as may be prescribed by regulations) at
any time before the expiration of the period for assess-
ing a deficiency with respect to such taxable year (de-
termined without regard to subsection (d) of this sec-
tion) [set out below].”

PERIOD FOR ASSESSING DEFICIENCY

Pub. L. 95-30, title III, §301(d), May 23, 1977, 91 Stat.
152, provided that: ‘‘In the case of any revocation made
under subsection (c¢) [set out above], the period for as-
sessing a deficiency with respect to any taxable year
affected by the revocation shall not expire before the
date which is 1 year after the date of the making of the
revocation, and, notwithstanding any law or rule of
law, such deficiency, to the extent attributable to such
revocation, may be assessed at any time during such 1-
year period.”

EFFECTIVE DATE OF CHANGES IN EXCLUSION FOR SICK
PAY

Pub. L. 95-30, title III, §301(e), May 23, 1977, 91 Stat.
152, as amended by Pub. L. 95600, title VII,
§701(c)(2)(B), Nov. 6, 1978, 92 Stat. 2900; Pub. L. 99-514,
§2, Oct. 22, 1986, 100 Stat. 2095, provided that: ‘“The
amendments made by this section [enacting and
amending provisions set out as notes under this sec-
tion] shall take effect on October 4, 1976, but shall not
apply—

‘(1) with respect to any taxpayer who makes or has
made an election under section 105(d)(6) of the Inter-
nal Revenue Code of 1986 [formerly I.R.C. 1954] or
under section 505(d) of the Tax Reform Act of 1976 [set
out below] (as such sections were in effect before the
enactment of this Act [May 23, 1977]) for a taxable
year beginning in 1976, if such election is not revoked
under subsection (c) of this section [set out above],
and

‘(2) with respect to any taxpayer (other than a tax-
payer described in paragraph (1)) who has an annuity
starting date at the beginning of a taxable year be-
ginning in 1976 by reason of the amendments made by
section 505 of the Tax Reform Act of 1976 [amending
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this section and section 104 of this title and enacting
provisions set out as notes under this section] (as in
effect before the enactment of this Act [May 23,
1977]), unless such person elects (in such manner as
the Secretary of the Treasury or his delegate may by
regulations prescribe) to have such amendments
apply.”’

SPECIAL RULE FOR EXISTING PERMANENT AND TOTAL
DISABILITY CASES

Section 505(c) of Pub. L. 94-455, as amended by Pub.
L. 95-30, title III, §301(b)(1), (2), May 23, 1977, 91 Stat.
151; Pub. L. 95-600, title VII, §701(c)(2)(A), Nov. 6, 1978,
92 Stat. 2900; Pub. L. 99-514, §2, Oct. 22, 1986, 100 Stat.
2095, provided that: “In the case of any individual
who—

“(1) retired before January 1, 1977,

‘“(2) either retired on disability or was entitled to
retire on disability, and

‘(3) on January 1, 1976, or January 1, 1977, was per-
manently and totally disabled (within the meaning of

section 105(d)(4) of the Internal Revenue Code of 1986

[formerly I.R.C. 1954]),
such individual shall be deemed to have met the re-
quirements of section 105(d)(1)(B) of such Code (as
amended by subsection (a) of this section).”

SPECIAL RULE FOR COORDINATION WITH SECTION 72 OF
THIS TITLE

Section 505(d) of Pub. L. 94-455, as amended by Pub.
L. 95-30, title III, §301(b)(3)-(5), May 23, 1977, 91 Stat.
151; Pub. L. 99-514, §2, Oct. 22, 1986, 100 Stat. 2095, pro-
vided that: “In the case of an individual who—

‘(1) retired on disability before January 1, 1977, and
‘“(2) on December 31, 1975, or December 31, 1976, was
entitled to exclude any amount with respect to such
retirement disability from gross income under sec-
tion 105(d) of the Internal Revenue Code of 1986 [for-

merly I.R.C. 1954],
for purposes of section 72 the annuity starting date
shall not be deemed to occur before the beginning of
the taxable year in which the taxpayer attains age 65,
or before the beginning of an earlier taxable year for
which the taxpayer makes an irrevocable election not
to seek the benefits of such section 105(d) for such year
and all subsequent years.”’

§106. Contributions by employer to accident and
health plans

(a) General rule

Except as otherwise provided in this section,
gross income of an employee does not include
employer-provided coverage under an accident
or health plan.

(b) Contributions to Archer MSAs
(1) In general

In the case of an employee who is an eligible
individual, amounts contributed by such em-
ployee’s employer to any Archer MSA of such
employee shall be treated as employer-pro-
vided coverage for medical expenses under an
accident or health plan to the extent such
amounts do not exceed the limitation under
section 220(b)(1) (determined without regard to
this subsection) which is applicable to such
employee for such taxable year.

(2) No constructive receipt

No amount shall be included in the gross in-
come of any employee solely because the em-
ployee may choose between the contributions
referred to in paragraph (1) and employer con-
tributions to another health plan of the em-
ployer.
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(3) Special rule for deduction of employer con-
tributions

Any employer contribution to an Archer
MSA, if otherwise allowable as a deduction
under this chapter, shall be allowed only for
the taxable year in which paid.

(4) Employer MSA contributions required to be
shown on return

Every individual required to file a return
under section 6012 for the taxable year shall
include on such return the aggregate amount
contributed by employers to the Archer MSAs
of such individual or such individual’s spouse
for such taxable year.

(5) MSA contributions not part of COBRA cov-
erage

Paragraph (1) shall not apply for purposes of
section 4980B.

(6) Definitions

For purposes of this subsection, the terms
“‘eligible individual”’ and ‘‘Archer MSA’’ have
the respective meanings given to such terms
by section 220.

(7) Cross reference

For penalty on failure by employer to make com-
parable contributions to the Archer MSAs of com-
parable employees, see section 4980E.

(c) Inclusion of long-term care benefits provided
through flexible spending arrangements

(1) In general

Effective on and after January 1, 1997, gross
income of an employee shall include employer-
provided coverage for qualified long-term care
services (as defined in section 7702B(c)) to the
extent that such coverage is provided through
a flexible spending or similar arrangement.

(2) Flexible spending arrangement

For purposes of this subsection, a flexible
spending arrangement is a benefit program
which provides employees with coverage under
which—

(A) specified incurred expenses may be re-
imbursed (subject to reimbursement maxi-
mums and other reasonable conditions), and

(B) the maximum amount of reimburse-
ment which is reasonably available to a par-
ticipant for such coverage is less than 500
percent of the value of such coverage.

In the case of an insured plan, the maximum
amount reasonably available shall be deter-
mined on the basis of the underlying coverage.

(d) Contributions to health savings accounts
(1) In general

In the case of an employee who is an eligible
individual (as defined in section 223(c)(1)),
amounts contributed by such employee’s em-
ployer to any health savings account (as de-
fined in section 223(d)) of such employee shall
be treated as employer-provided coverage for
medical expenses under an accident or health
plan to the extent such amounts do not exceed
the limitation under section 223(b) (deter-
mined without regard to this subsection)
which is applicable to such employee for such
taxable year.
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(2) Special rules
Rules similar to the rules of paragraphs (2),
(3), (4), and (5) of subsection (b) shall apply for
purposes of this subsection.
(3) Cross reference
For penalty on failure by employer to make com-

parable contributions to the health savings ac-
counts of comparable employees, see section 4980G.

(e) FSA and HRA terminations to fund HSAs

(1) In general

A plan shall not fail to be treated as a health
flexible spending arrangement or health reim-
bursement arrangement under this section or
section 105 merely because such plan provides
for a qualified HSA distribution.

(2) Qualified HSA distribution

The term ‘‘qualified HSA distribution”
means a distribution from a health flexible
spending arrangement or health reimburse-
ment arrangement to the extent that such dis-
tribution—

(A) does not exceed the lesser of the bal-
ance in such arrangement on September 21,
2006, or as of the date of such distribution,
and

(B) is contributed by the employer directly
to the health savings account of the em-
ployee before January 1, 2012.

Such term shall not include more than 1 dis-
tribution with respect to any arrangement.
(3) Additional tax for failure to maintain high
deductible health plan coverage
(A) In general

If, at any time during the testing period,
the employee is not an eligible individual,
then the amount of the qualified HSA dis-
tribution—

(i) shall be includible in the gross income
of the employee for the taxable year in
which occurs the first month in the testing
period for which such employee is not an
eligible individual, and

(ii) the tax imposed by this chapter for
such taxable year on the employee shall be
increased by 10 percent of the amount
which is so includible.

(B) Exception for disability or death

Clauses (i) and (ii) of subparagraph (A)
shall not apply if the employee ceases to be
an eligible individual by reason of the death
of the employee or the employee becoming
disabled (within the meaning of section
T2(m)(7)).

(4) Definitions and special rules

For purposes of this subsection—
(A) Testing period

The term ‘‘testing period’ means the pe-
riod beginning with the month in which the
qualified HSA distribution is contributed to
the health savings account and ending on
the last day of the 12th month following
such month.

(B) Eligible individual

The term ‘‘eligible individual’ has the
meaning given such term by section
223(c)(1).



Page 453

(C) Treatment as rollover contribution

A qualified HSA distribution shall be
treated as a rollover contribution described
in section 223(f)(5).

(5) Tax treatment relating to distributions
For purposes of this title—
(A) In general

A qualified HSA distribution shall be
treated as a payment described in subsection
(@.

(B) Comparability excise tax

(1) In general

Except as provided in clause (ii), section
4980G shall not apply to qualified HSA dis-
tributions.

(ii) Failure to offer to all employees

In the case of a qualified HSA distribu-
tion to any employee, the failure to offer
such distribution to any eligible individual
covered under a high deductible health
plan of the employer shall (notwithstand-
ing section 4980G(d)) be treated for pur-
poses of section 4980G as a failure to meet
the requirements of section 4980G(b).

(f) Reimbursements for medicine restricted to
prescribed drugs and insulin

For purposes of this section and section 105,
reimbursement for expenses incurred for a medi-
cine or a drug shall be treated as a reimburse-
ment for medical expenses only if such medicine
or drug is a prescribed drug (determined without
regard to whether such drug is available without
a prescription) or is insulin.

(Aug. 16, 1954, ch. 736, 68A Stat. 32; Pub. L. 99-272,
title X, §10001(b), Apr. 7, 1986, 100 Stat. 223; Pub.
L. 99-514, title XI, §§1114(b)(1), 1151(j)(2), Oct. 22,
1986, 100 Stat. 2450, 2508; Pub. L. 100-647, title I,
§1018(t)(7)(A), title III, §3011(b)(1), Nov. 10, 1988,
102 Stat. 3589, 3624; Pub. L. 101-239, title VII,
§7862(c)(1)(A), Dec. 19, 1989, 103 Stat. 2432; Pub. L.
104-191, title III, §§301(c)(1), 321(c)(2), Aug. 21,
1996, 110 Stat. 2048, 2058; Pub. L. 106-554, §1(a)(7)
[title II, §202(a)(2), (b)(2)(A), (6), (10)], Dec. 21,
2000, 114 Stat. 2763, 2763A-628, 2763A-629; Pub. L.
108-173, title XII, §1201(d)(1), Dec. 8, 2003, 117
Stat. 2476; Pub. L. 109-432, div. A, title III,
§302(a), Dec. 20, 2006, 120 Stat. 2948; Pub. L.
111-148, title IX, §9003(c), Mar. 23, 2010, 124 Stat.
854.)

REFERENCES IN TEXT

COBRA, referred to in the heading for subsec. (b)(5),
probably means the Consolidated Omnibus Budget Rec-
onciliation Act of 1985, Pub. L. 99-272, Apr. 7, 1986, 100
Stat. 82, as amended. For complete classification of
this Act to the Code, see Tables.

AMENDMENTS

2010—Subsec. (f). Pub. L. 111-148 added subsec. (f).

2006—Subsec. (e). Pub. L. 109-432 added subsec. (e).

2003—Subsec. (d). Pub. L. 108-173 added subsec. (d).

2000—Subsec. (b). Pub. L. 106-5564 §1(a)(7) [title II,
§202(b)(6)], substituted ‘‘Archer MSAs’” for ‘‘medical
savings accounts’ in heading.

Subsec. (b)(1). Pub. L. 106-554 §1(a)(7) [title II,
§202(a)(2)], substituted ‘“‘Archer MSA”’ for ‘‘medical sav-
ings account”’.

Subsec. (b)(3). Pub. L. 106-554 §1(a)(7) [title II,
§202(b)(10)], substituted ‘“‘an Archer MSA” for ‘“‘a Ar-
cher MSA”.
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Pub. L. 106-554 §1(a)(7) [title II, §202(a)(2)], sub-
stituted ‘‘Archer MSA” for ‘“‘medical savings account’’.

Subsec. (b)(4). Pub. L. 106-554, §1(a)(7) [title II,
§202(b)(2)(A)], substituted ‘‘Archer MSAs” for ‘‘medical
savings accounts’’.

Subsec. (b)(6). Pub. L. 106-554 §1(a)(7) [title II,
§202(a)(2)], substituted ‘“‘Archer MSA”’ for ‘‘medical sav-
ings account’.

Subsec. (b)(7). Pub. L. 106-554, §1(a)(7) [title II,
§202(b)(2)(A)], substituted ‘‘Archer MSAs” for ‘‘medical
savings accounts’’.

1996—Pub. L. 104-191, §301(c)(1), amended text gener-
ally. Prior to amendment, text read as follows: ‘‘Gross
income of an employee does not include employer-pro-
vided coverage under an accident or health plan.”

Subsec. (c¢). Pub. L. 104-191, §321(c)(2), added subsec.
(c).

1989—Subsec. (b)(2). Pub. L. 101-239 amended subsec.
(b)(2) as it existed prior to general amendment by Pub.
L. 100-647 by striking out the last sentence which read
as follows: ‘‘Under regulations, rules similar to the
rules of subsections (a) and (b) of section 52 (relating to
employers under common control) shall apply for pur-
poses of subparagraph (A).”” See Effective Date of 1989
Amendment note below.

1988—Pub. L. 100-647, §3011(b)(1), amended section
generally, substituting a single undesignated par. for
former subsec. (a) providing that gross income does not
include employer-provided coverage under an accident
or health plan and subsec. (b) providing for an excep-
tion for highly compensated individuals where a plan
fails to provide certain continuation coverage.

Subsec. (b)(1). Pub. L. 100-647, §1018(t)(7)(A), sub-
stituted ‘‘any employer-provided coverage’ for ‘‘any
amount contributed by an employer’” and ‘‘under a
group’”’ for ‘“‘to a group’’.

1986—Pub. L. 99-272 designated existing provisions as
subsec. (a) and added subsec. (a) heading and subsec.
(b).

Subsec. (a). Pub. L. 99-514, §1151(j)(2), amended sub-
sec. (a) generally. Prior to amendment, subsec. (a) read
as follows: ‘‘Gross income does not include contribu-
tions by the employer to accident or health plans for
compensation (through insurance or otherwise) to his
employees for personal injuries or sickness.”

Subsec. (b)(1). Pub. L. 99-514, §1114(b)(1), substituted
‘“‘highly compensated employee (within the meaning of
section 414(q))” for ‘‘highly compensated individual
(within the meaning of section 105(h)(5))”’.

EFFECTIVE DATE OF 2010 AMENDMENT

Pub. L. 111-148, title IX, §9003(d)(2), Mar. 23, 2010, 124
Stat. 8564, provided that: ‘“The amendment made by sub-
section (¢) [amending this section] shall apply to ex-
penses incurred with respect to taxable years beginning
after December 31, 2010.”’

EFFECTIVE DATE OF 2006 AMENDMENT

Pub. L. 109-432, div. A, title III, §302(c)(1), Dec. 20,
2006, 120 Stat. 2949, provided that: ‘“The amendment
made by subsection (a) [amending this section] shall
apply to distributions on or after the date of the enact-
ment of this Act [Dec. 20, 2006].”

EFFECTIVE DATE OF 2003 AMENDMENT

Amendment by Pub. L. 108-173 applicable to taxable
years beginning after Dec. 31, 2003, see section 1201(k) of
Pub. L. 108-173, set out as a note under section 62 of
this title.

EFFECTIVE DATE OF 1996 AMENDMENT

Amendment by section 301(c)(1) of Pub. L. 104-191 ap-
plicable to taxable years beginning after Dec. 31, 1996,
see section 301(j) of Pub. L. 104-191, set out as a note
under section 62 of this title.

Amendment by section 321(c)(2) of Pub. L. 104-191 ap-
plicable to contracts issued after Dec. 31, 1996, see sec-
tion 321(f) of Pub. L. 104-191, set out as an Effective
Date note under section 7702B of this title.
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EFFECTIVE DATE OF 1989 AMENDMENT

Section 7862(c)(1)(C) of Pub. L. 101-239 provided that:
“The amendments made by this paragraph [amending
this section and section 1161 of Title 29, Labor] shall
apply to years beginning after December 31, 1986.”’

Section 7863 of Pub. L. 101-239 provided that: ‘‘Except
as otherwise provided in this subpart any amendment
made by this subpart [subpart A (§§7861-7863) of part V
of title VII of Pub. L. 101-239, amending this section
and sections 162, 411, 417, and 4980B of this title and sec-
tions 1052 to 1055, 1161, 1162, 1167, 1398, and 1461 of Title
29, Labor, enacting provisions set out as notes under
this section and sections 162, 417, 1167, 4980, and 4980B of
this title, and amending provisions set out as notes
under sections 401 and 411 of this title and sections 1001
and 1054 of Title 29], shall take effect as if included in
the provision of the Reform Act [Pub. L. 99-514] to
which such amendment relates.”

EFFECTIVE DATE OF 1988 AMENDMENT

Amendment by section 1018(t)(7)(A) of Pub. L. 100-647
effective, except as otherwise provided, as if included in
the provision of the Tax Reform Act of 1986, Pub. L.
99-514, to which such amendment relates, see section
1019(a) of Pub. L. 100-647, set out as a note under sec-
tion 1 of this title.

Amendment by section 3011(b)(1) of Pub. L. 100-647 ap-
plicable to taxable years beginning after Dec. 31, 1988,
but not applicable to any plan for any plan year to
which section 162(k) of this title (as in effect on the day
before Nov. 10, 1988) did not apply by reason of section
10001(e)(2) of Pub. L. 99-272, see section 3011(d) of Pub.
L. 100-647, set out as a note under section 162 of this
title.

EFFECTIVE DATE OF 1986 AMENDMENTS

Amendment by section 1114(b)(1) of Pub. L. 99-514 ap-
plicable to years beginning after Dec. 31, 1986, see sec-
tion 1114(c)(1) of Pub. L. 99-514, set out as a note under
section 414 of this title.

Amendment by section 1151(j)(2) of Pub. L. 99-514 ap-
plicable, with certain qualifications and exceptions, to
years beginning after Dec. 31, 1988, see section 1151(k) of
Pub. L. 99-514, as amended, set out as a note under sec-
tion 79 of this title.

Section 10001(e) of Pub. L. 99-272 provided that:

‘(1) GENERAL RULE.—The amendments made by this
section [amending this section and section 162 of this
title] shall apply to plan years beginning on or after
July 1, 1986.

‘‘(2) SPECIAL RULE FOR COLLECTIVE BARGAINING AGREE-
MENTS.—In the case of a group health plan maintained
pursuant to one or more collective bargaining agree-
ments between employee representatives and one or
more employers ratified before the date of the enact-
ment of this Act [Apr. 7, 1986], the amendments made
by this section shall not apply to plan years beginning
before the later of—

‘““(A) the date on which the last of the collective
bargaining agreements relating to the plan termi-
nates (determined without regard to any extension
thereof agreed to after the date of the enactment of
this Act), or

“(B) January 1, 1987.

For purposes of subparagraph (A), any plan amendment
made pursuant to a collective bargaining agreement re-
lating to the plan which amends the plan solely to con-
form to any requirement added by this section shall
not be treated as a termination of such collective bar-
gaining agreement.”’

REGULATIONS

Secretary of the Treasury or his delegate to issue be-
fore Feb. 1, 1988, final regulations to carry out amend-
ments made by section 1114 of Pub. L. 99-514, see sec-
tion 1141 of Pub. L. 99-514, set out as a note under sec-
tion 401 of this title.
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NONENFORCEMENT OF AMENDMENT MADE BY SECTION
1151 oF PUB. L. 99-514 FOR FISCAL YEAR 1990

No monies appropriated by Pub. L. 101-136 to be used
to implement or enforce section 1151 of Pub. L. 99-514
or the amendments made by such section, see section
528 of Pub. L. 101-136, set out as a note under section 89
of this title.

PLAN AMENDMENTS NOT REQUIRED UNTIL
JANUARY 1, 1989

For provisions directing that if any amendments
made by subtitle A or subtitle C of title XI [§§1101-1147
and 1171-1177] or title XVIII [§§1800-1899A] of Pub. L.
99-514 require an amendment to any plan, such plan
amendment shall not be required to be made before the
first plan year beginning on or after Jan. 1, 1989, see
section 1140 of Pub. L. 99-514, as amended, set out as a
note under section 401 of this title.

§107. Rental value of parsonages

In the case of a minister of the gospel, gross
income does not include—

(1) the rental value of a home furnished to
him as part of his compensation; or

(2) the rental allowance paid to him as part
of his compensation, to the extent used by him
to rent or provide a home and to the extent
such allowance does not exceed the fair rental
value of the home, including furnishings and
appurtenances such as a garage, plus the cost
of utilities.

(Aug. 16, 1954, ch. 736, 68A Stat. 32; Pub. L.
107-181, §2(a), May 20, 2002, 116 Stat. 583.)

AMENDMENTS

2002—Par. (2). Pub. L. 107-181 inserted ‘‘and to the ex-
tent such allowance does not exceed the fair rental
value of the home, including furnishings and appur-
tenances such as a garage, plus the cost of utilities’ be-
fore period at end.

EFFECTIVE DATE OF 2002 AMENDMENT

Pub. L. 107-181, §2(b), May 20, 2002, 116 Stat. 583, pro-
vided that:

‘(1) IN GENERAL.—The amendment made by this sec-
tion [amending this section] shall apply to taxable
years beginning after December 31, 2001.

‘“(2) RETURNS POSITIONS.—The amendment made by
this section also shall apply to any taxable year begin-
ning before January 1, 2002, for which the taxpayer—

““(A) on a return filed before April 17, 2002, limited
the exclusion under section 107 of the Internal Reve-
nue Code of 1986 as provided in such amendment, or

‘“(B) filed a return after April 16, 2002.

‘“(3) OTHER YEARS BEFORE 2002.—Except as provided in
paragraph (2), notwithstanding any prior regulation,
revenue ruling, or other guidance issued by the Inter-
nal Revenue Service, no person shall be subject to the
limitations added to section 107 of such Code by this
Act for any taxable year beginning before January 1,
2002.”

§ 108. Income from discharge of indebtedness

(a) Exclusion from gross income
(1) In general

Gross income does not include any amount
which (but for this subsection) would be in-
cludible in gross income by reason of the dis-
charge (in whole or in part) of indebtedness of
the taxpayer if—

(A) the discharge occurs in a title 11 case,
(B) the discharge occurs when the taxpayer
is insolvent,
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(C) the indebtedness discharged is qualified
farm indebtedness,

(D) in the case of a taxpayer other than a
C corporation, the indebtedness discharged
is qualified real property business indebted-
ness, or

(E) the indebtedness discharged is quali-
fied principal residence indebtedness which
is discharged before January 1, 2013.

(2) Coordination of exclusions
(A) Title 11 exclusion takes precedence

Subparagraphs (B), (C), (D), and (E) of
paragraph (1) shall not apply to a discharge
which occurs in a title 11 case.

(B) Insolvency exclusion takes precedence
over qualified farm exclusion and quali-
fied real property business exclusion

Subparagraphs (C) and (D) of paragraph (1)
shall not apply to a discharge to the extent
the taxpayer is insolvent.

(C) Principal residence exclusion takes prec-
edence over insolvency exclusion unless
elected otherwise

Paragraph (1)(B) shall not apply to a dis-
charge to which paragraph (1)(E) applies un-
less the taxpayer elects to apply paragraph
(1)(B) in lieu of paragraph (1)(E).

(3) Insolvency exclusion limited to amount of
insolvency

In the case of a discharge to which para-
graph (1)(B) applies, the amount excluded
under paragraph (1)(B) shall not exceed the
amount by which the taxpayer is insolvent.

(b) Reduction of tax attributes
(1) In general

The amount excluded from gross income
under subparagraph (A), (B), or (C) of sub-
section (a)(1) shall be applied to reduce the tax
attributes of the taxpayer as provided in para-
graph (2).

(2) Tax attributes affected; order of reduction

Except as provided in paragraph (5), the re-
duction referred to in paragraph (1) shall be
made in the following tax attributes in the fol-
lowing order:

(A) NOL

Any net operating loss for the taxable year
of the discharge, and any net operating loss
carryover to such taxable year.

(B) General business credit

Any carryover to or from the taxable year
of a discharge of an amount for purposes for
determining the amount allowable as a cred-
it under section 38 (relating to general busi-
ness credit).

(C) Minimum tax credit

The amount of the minimum tax credit
available under section 53(b) as of the begin-
ning of the taxable year immediately follow-
ing the taxable year of the discharge.

(D) Capital loss carryovers

Any net capital loss for the taxable year of
the discharge, and any capital loss carryover
to such taxable year under section 1212.

(E) Basis reduction
(i) In general
The basis of the property of the tax-
payer.
(ii) Cross reference
For provisions for making the reduction de-
scribed in clause (i), see section 1017.
(F) Passive activity loss and credit carry-
overs
Any passive activity loss or credit carry-
over of the taxpayer under section 469(b)
from the taxable year of the discharge.
(G) Foreign tax credit carryovers
Any carryover to or from the taxable year
of the discharge for purposes of determining
the amount of the credit allowable under
section 27.

(3) Amount of reduction

(A) In general

Except as provided in subparagraph (B),
the reductions described in paragraph (2)
shall be one dollar for each dollar excluded
by subsection (a).

(B) Credit carryover reduction

The reductions described in subparagraphs
(B), (C), and (G) shall be 33% cents for each
dollar excluded by subsection (a). The reduc-
tion described in subparagraph (F) in any
passive activity credit carryover shall be
33%5 cents for each dollar excluded by sub-
section (a).

(4) Ordering rules

(A) Reductions made after determination of
tax for year

The reductions described in paragraph (2)
shall be made after the determination of the
tax imposed by this chapter for the taxable
year of the discharge.

(B) Reductions under subparagraph (A) or
(D) of paragraph (2)

The reductions described in subparagraph
(A) or (D) of paragraph (2) (as the case may
be) shall be made first in the loss for the
taxable year of the discharge and then in the
carryovers to such taxable year in the order
of the taxable years from which each such
carryover arose.

(C) Reductions under subparagraphs (B) and
(G) of paragraph (2)

The reductions described in subparagraphs
(B) and (G) of paragraph (2) shall be made in
the order in which carryovers are taken into
account under this chapter for the taxable
year of the discharge.

(5) Election to apply reduction first against de-

preciable property
(A) In general

The taxpayer may elect to apply any por-
tion of the reduction referred to in para-
graph (1) to the reduction under section 1017
of the basis of the depreciable property of
the taxpayer.

(B) Limitation

The amount to which an election under
subparagraph (A) applies shall not exceed
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the aggregate adjusted bases of the depre-
ciable property held by the taxpayer as of
the beginning of the taxable year following
the taxable year in which the discharge oc-
curs.

(C) Other tax attributes not reduced

Paragraph (2) shall not apply to any
amount to which an election under this
paragraph applies.

(c) Treatment of discharge of qualified real prop-

erty business indebtedness
(1) Basis reduction
(A) In general

The amount excluded from gross income
under subparagraph (D) of subsection (a)(1)
shall be applied to reduce the basis of the de-
preciable real property of the taxpayer.

(B) Cross reference

For provisions making the reduction de-
scribed in subparagraph (A), see section 1017.

(2) Limitations
(A) Indebtedness in excess of value

The amount excluded under subparagraph
(D) of subsection (a)(1) with respect to any
qualified real property business indebtedness
shall not exceed the excess (if any) of—

(i) the outstanding principal amount of
such indebtedness (immediately before the
discharge), over

(ii) the fair market value of the real
property described in paragraph (3)(A) (as
of such time), reduced by the outstanding
principal amount of any other qualified
real property business indebtedness se-
cured by such property (as of such time).

(B) Overall limitation

The amount excluded under subparagraph
(D) of subsection (a)(1) shall not exceed the
aggregate adjusted bases of depreciable real
property (determined after any reductions
under subsections (b) and (g)) held by the
taxpayer immediately before the discharge
(other than depreciable real property ac-
quired in contemplation of such discharge).

(3) Qualified real property business indebted-
ness

The term ‘‘qualified real property business
indebtedness’ means indebtedness which—

(A) was incurred or assumed by the tax-
payer in connection with real property used
in a trade or business and is secured by such
real property,

(B) was incurred or assumed before Janu-
ary 1, 1993, or if incurred or assumed on or
after such date, is qualified acquisition in-
debtedness, and

(C) with respect to which such taxpayer
makes an election to have this paragraph
apply.

Such term shall not include qualified farm in-
debtedness. Indebtedness under subparagraph
(B) shall include indebtedness resulting from
the refinancing of indebtedness under subpara-
graph (B) (or this sentence), but only to the
extent it does not exceed the amount of the in-
debtedness being refinanced.
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(4) Qualified acquisition indebtedness

For purposes of paragraph (3)(B), the term
“‘qualified acquisition indebtedness’” means,
with respect to any real property described in
paragraph (3)(A), indebtedness incurred or as-
sumed to acquire, construct, reconstruct, or
substantially improve such property.

(5) Regulations

The Secretary shall issue such regulations
as are necessary to carry out this subsection,
including regulations preventing the abuse of
this subsection through cross-collateralization
or other means.

(d) Meaning of terms; special rules relating to

certain provisions
(1) Indebtedness of taxpayer

For purposes of this section, the term ‘‘in-
debtedness of the taxpayer’” means any indebt-
edness—

(A) for which the taxpayer is liable, or
(B) subject to which the taxpayer holds
property.
(2) Title 11 case

For purposes of this section, the term ‘‘title
11 case’” means a case under title 11 of the
United States Code (relating to bankruptcy),
but only if the taxpayer is under the jurisdic-
tion of the court in such case and the dis-
charge of indebtedness is granted by the court
or is pursuant to a plan approved by the court.

(3) Insolvent

For purposes of this section, the term ‘‘in-
solvent’” means the excess of liabilities over
the fair market value of assets. With respect
to any discharge, whether or not the taxpayer
is insolvent, and the amount by which the tax-
payer is insolvent, shall be determined on the
basis of the taxpayer’s assets and liabilities
immediately before the discharge.

[(4) Repealed. Pub. L. 99-514, title VIII,
§822(b)(3)(A), Oct. 22, 1986, 100 Stat. 2373]

(5) Depreciable property

The term ‘‘depreciable property’ has the
same meaning as when used in section 1017.

(6) Certain provisions to be applied at partner
level

In the case of a partnership, subsections (a),
(b), (c), and (g) shall be applied at the partner
level.

(7) Special rules for S corporation

(A) Certain provisions to be applied at cor-
porate level

In the case of an S corporation, sub-
sections (a), (b), (¢), and (g) shall be applied
at the corporate level, including by not tak-
ing into account under section 1366(a) any
amount excluded under subsection (a) of this
section.

(B) Reduction in carryover of disallowed
losses and deductions

In the case of an S corporation, for pur-
poses of subparagraph (A) of subsection
(b)(2), any loss or deduction which is dis-
allowed for the taxable year of the discharge
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under section 1366(d)(1) shall be treated as a

net operating loss for such taxable year. The

preceding sentence shall not apply to any

discharge to the extent that subsection

(a)(1)(D) applies to such discharge.

(C) Coordination with basis adjustments
under section 1367(b)(2)

For purposes of subsection (e)(6), a share-
holder’s adjusted basis in indebtedness of an
S corporation shall be determined without
regard to any adjustments made under sec-
tion 1367(b)(2).

(8) Reductions of tax attributes in title 11 cases
of individuals to be made by estate

In any case under chapter 7 or 11 of title 11
of the United States Code to which section
1398 applies, for purposes of paragraphs (1) and
(5) of subsection (b) the estate (and not the in-
dividual) shall be treated as the taxpayer. The
preceding sentence shall not apply for pur-
poses of applying section 1017 to property
transferred by the estate to the individual.

(9) Time for making election, etc.

(A) Time

An election under paragraph (5) of sub-
section (b) or under paragraph (3)(C) of sub-
section (c) shall be made on the taxpayer’s
return for the taxable year in which the dis-
charge occurs or at such other time as may
be permitted in regulations prescribed by
the Secretary.

(B) Revocation only with consent

An election referred to in subparagraph
(A), once made, may be revoked only with
the consent of the Secretary.

(C) Manner

An election referred to in subparagraph
(A) shall be made in such manner as the Sec-
retary may by regulations prescribe.
(10) Cross reference
For provision that no reduction is to be made in
the basis of exempt property of an individual debt-
or, see section 1017(c)(1).
(e) General rules for discharge of indebtedness
(including discharges not in title 11 cases or
insolvency)

For purposes of this title—
(1) No other insolvency exception

Except as otherwise provided in this section,
there shall be no insolvency exception from
the general rule that gross income includes in-
come from the discharge of indebtedness.

(2) Income not realized to extent of lost deduc-
tions

No income shall be realized from the dis-
charge of indebtedness to the extent that pay-
ment of the liability would have given rise to
a deduction.

(3) Adjustments for unamortized premium and
discount

The amount taken into account with respect
to any discharge shall be properly adjusted for
unamortized premium and unamortized dis-
count with respect to the indebtedness dis-
charged.
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(4) Acquisition of indebtedness by person relat-
ed to debtor

(A) Treated as acquisition by debtor

For purposes of determining income of the
debtor from discharge of indebtedness, to
the extent provided in regulations prescribed
by the Secretary, the acquisition of out-
standing indebtedness by a person bearing a
relationship to the debtor specified in sec-
tion 267(b) or 707(b)(1) from a person who
does not bear such a relationship to the
debtor shall be treated as the acquisition of
such indebtedness by the debtor. Such regu-
lations shall provide for such adjustments in
the treatment of any subsequent trans-
actions involving the indebtedness as may
be appropriate by reason of the application
of the preceding sentence.

(B) Members of family

For purposes of this paragraph, sections
267(b) and 707(b)(1) shall be applied as if sec-
tion 267(c)(4) provided that the family of an
individual consists of the individual’s
spouse, the individual’s children, grand-
children, and parents, and any spouse of the
individual’s children or grandchildren.

(C) Entities under common control treated as
related

For purposes of this paragraph, two enti-
ties which are treated as a single employer
under subsection (b) or (c) of section 414
shall be treated as bearing a relationship to
each other which is described in section
267(b).

(5) Purchase-money debt reduction for solvent
debtor treated as price reduction

If—

(A) the debt of a purchaser of property to
the seller of such property which arose out
of the purchase of such property is reduced,

(B) such reduction does not occur—

(i) in a title 11 case, or
(ii) when the purchaser is insolvent, and

(C) but for this paragraph, such reduction
would be treated as income to the purchaser
from the discharge of indebtedness,

then such reduction shall be treated as a pur-
chase price adjustment.

(6) Indebtedness contributed to capital

Except as provided in regulations, for pur-
poses of determining income of the debtor
from discharge of indebtedness, if a debtor cor-
poration acquires its indebtedness from a
shareholder as a contribution to capital—

(A) section 118 shall not apply, but
(B) such corporation shall be treated as
having satisfied the indebtedness with an
amount of money equal to the shareholder’s
adjusted basis in the indebtedness.
(7) Recapture of gain on subsequent sale of
stock

(A) In general

If a creditor acquires stock of a debtor cor-
poration in satisfaction of such corpora-
tion’s indebtedness, for purposes of section

1245—
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(i) such stock (and any other property
the basis of which is determined in whole
or in part by reference to the adjusted
basis of such stock) shall be treated as sec-
tion 1245 property,

(ii) the aggregate amount allowed to the
creditor—

(I) as deductions under subsection (a)
or (b) of section 166 (by reason of the
worthlessness or partial worthlessness of
the indebtedness), or

(IT) as an ordinary loss on the ex-
change,

shall be treated as an amount allowed as a
deduction for depreciation, and

(iii) an exchange of such stock qualifying
under section 354(a), 355(a), or 356(a) shall
be treated as an exchange to which section
1245(b)(3) applies.

The amount determined under clause (ii)
shall be reduced by the amount (if any) in-
cluded in the creditor’s gross income on the
exchange.

(B) Special rule for cash basis taxpayers

In the case of any creditor who computes
his taxable income under the cash receipts
and disbursements method, proper adjust-
ment shall be made in the amount taken
into account under clause (ii) of subpara-
graph (A) for any amount which was not in-
cluded in the creditor’s gross income but
which would have been included in such
gross income if such indebtedness had been
satisfied in full.

(C) Stock of parent corporation

For purposes of this paragraph, stock of a
corporation in control (within the meaning
of section 368(c)) of the debtor corporation
shall be treated as stock of the debtor cor-
poration.

(D) Treatment of successor corporation

For purposes of this paragraph, the term
‘“‘debtor corporation’ includes a successor
corporation.

(E) Partnership rule

Under regulations prescribed by the Sec-
retary, rules similar to the rules of the fore-
going subparagraphs of this paragraph shall
apply with respect to the indebtedness of a
partnership.

(8) Indebtedness satisfied by corporate stock
or partnership interest

For purposes of determining income of a
debtor from discharge of indebtedness, if—
(A) a debtor corporation transfers stock,
or
(B) a debtor partnership transfers a capital
or profits interest in such partnership,

to a creditor in satisfaction of its recourse or
nonrecourse indebtedness, such corporation or
partnership shall be treated as having sat-
isfied the indebtedness with an amount of
money equal to the fair market value of the
stock or interest. In the case of any partner-
ship, any discharge of indebtedness income
recognized under this paragraph shall be in-
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cluded in the distributive shares of taxpayers
which were the partners in the partnership im-
mediately before such discharge.

(9) Discharge of indebtedness income not
taken into account in determining whether
entity meets REIT qualifications

Any amount included in gross income by
reason of the discharge of indebtedness shall
not be taken into account for purposes of para-
graphs (2) and (3) of section 856(c).

(10) Indebtedness satisfied by issuance of debt
instrument

(A) In general

For purposes of determining income of a
debtor from discharge of indebtedness, if a
debtor issues a debt instrument in satisfac-
tion of indebtedness, such debtor shall be
treated as having satisfied the indebtedness
with an amount of money equal to the issue
price of such debt instrument.

(B) Issue price

For purposes of subparagraph (A), the
issue price of any debt instrument shall be
determined under sections 1273 and 1274. For
purposes of the preceding sentence, section
1273(b)(4) shall be applied by reducing the
stated redemption price of any instrument
by the portion of such stated redemption
price which is treated as interest for pur-
poses of this chapter.

(f) Student loans

(1) In general

In the case of an individual, gross income
does not include any amount which (but for
this subsection) would be includible in gross
income by reason of the discharge (in whole or
in part) of any student loan if such discharge
was pursuant to a provision of such loan under
which all or part of the indebtedness of the in-
dividual would be discharged if the individual
worked for a certain period of time in certain
professions for any of a broad class of employ-
ers.

(2) Student loan

For purposes of this subsection, the term
“‘student loan” means any loan to an individ-
ual to assist the individual in attending an
educational organization described in section
170(b)(1)(A)(ii) made by—

(A) the United States, or an instrumental-
ity or agency thereof,

(B) a State, territory, or possession of the
United States, or the District of Columbia,
or any political subdivision thereof,

(C) a public benefit corporation—

(i) which is exempt from taxation under

section 501(c)(3),

(ii) which has assumed control over a

State, county, or municipal hospital, and

(iii) whose employees have been deemed
to be public employees under State law, or

(D) any educational organization described
in section 170(b)(1)(A)(ii) if such loan is
made—

(i) pursuant to an agreement with any

entity described in subparagraph (A), (B),

or (C) under which the funds from which
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the loan was made were provided to such
educational organization, or

(ii) pursuant to a program of such edu-
cational organization which is designed to
encourage its students to serve in occupa-
tions with unmet needs or in areas with
unmet needs and under which the services
provided by the students (or former stu-
dents) are for or under the direction of a
governmental unit or an organization de-
scribed in section 501(c)(3) and exempt
from tax under section 501(a).

The term ‘‘student loan” includes any loan
made by an educational organization described
in section 170(b)(1)(A)(ii) or by an organization
exempt from tax under section 501(a) to refi-
nance a loan to an individual to assist the in-
dividual in attending any such educational or-
ganization but only if the refinancing loan is
pursuant to a program of the refinancing orga-
nization which is designed as described in sub-
paragraph (D)(ii).

(3) Exception for discharges on account of

services performed for certain lenders

Paragraph (1) shall not apply to the dis-
charge of a loan made by an organization de-
scribed in paragraph (2)(D) if the discharge is
on account of services performed for either
such organization.

(4) Payments under national health service
corps loan repayment program and certain
state loan repayment programs

In the case of an individual, gross income
shall not include any amount received under
section 338B(g) of the Public Health Service
Act, under a State program described in sec-
tion 338I of such Act, or under any other State
loan repayment or loan forgiveness program
that is intended to provide for the increased
availability of health care services in under-
served or health professional shortage areas
(as determined by such State).

(g) Special rules for discharge of qualified farm
indebtedness

(1) Discharge must be by qualified person
(A) In general

Subparagraph (C) of subsection (a)(1) shall
apply only if the discharge is by a qualified
person.

(B) Qualified person

For purposes of subparagraph (A), the term
“‘qualified person’ has the meaning given to
such term by section 49(a)(1)(D)(iv); except
that such term shall include any Federal,
State, or local government or agency or in-
strumentality thereof.

(2) Qualified farm indebtedness

For purposes of this section, indebtedness of
a taxpayer shall be treated as qualified farm
indebtedness if—

(A) such indebtedness was incurred di-
rectly in connection with the operation by
the taxpayer of the trade or business of
farming, and

(B) 50 percent or more of the aggregate
gross receipts of the taxpayer for the 3 tax-
able years preceding the taxable year in
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which the discharge of such indebtedness oc-
curs is attributable to the trade or business
of farming.

(3) Amount excluded cannot exceed sum of tax
attributes and business and investment as-
sets

(A) In general

The amount excluded under subparagraph
(C) of subsection (a)(1) shall not exceed the
sum of—

(i) the adjusted tax attributes of the tax-
payer, and

(ii) the aggregate adjusted bases of quali-
fied property held by the taxpayer as of
the beginning of the taxable year following
the taxable year in which the discharge oc-
curs.

(B) Adjusted tax attributes

For purposes of subparagraph (A), the term
“adjusted tax attributes’” means the sum of
the tax attributes described in subpara-
graphs (A), (B), (C), (D), (F), and (G) of sub-
section (b)(2) determined by taking into ac-
count $3 for each $1 of the attributes de-
scribed in subparagraphs (B), (C), and (G) of
subsection (b)(2) and the attribute described
in subparagraph (F) of subsection (b)(2) to
the extent attributable to any passive activ-
ity credit carryover.

(C) Qualified property

For purposes of this paragraph, the term
“‘qualified property’’ means any property
which is used or is held for use in a trade or
business or for the production of income.

(D) Coordination with insolvency exclusion

For purposes of this paragraph, the ad-
justed basis of any qualified property and
the amount of the adjusted tax attributes
shall be determined after any reduction
under subsection (b) by reason of amounts
excluded from gross income under sub-
section (a)(1)(B).

(h) Special rules relating to qualified principal

residence indebtedness
(1) Basis reduction

The amount excluded from gross income by
reason of subsection (a)(1)(E) shall be applied
to reduce (but not below zero) the basis of the
principal residence of the taxpayer.

(2) Qualified principal residence indebtedness

For purposes of this section, the term
““qualified principal residence indebtedness”
means acquisition indebtedness (within the
meaning of section 163(h)(3)(B), applied by sub-
stituting ¢$2,000,000 ($1,000,000*’ for ‘$1,000,000
($500,000”’ in clause (ii) thereof) with respect to
the principal residence of the taxpayer.

(3) Exception for certain discharges not relat-
ed to taxpayer’s financial condition

Subsection (a)(1)(E) shall not apply to the
discharge of a loan if the discharge is on ac-
count of services performed for the lender or
any other factor not directly related to a de-
cline in the value of the residence or to the fi-
nancial condition of the taxpayer.

(4) Ordering rule

If any loan is discharged, in whole or in part,

and only a portion of such loan is qualified
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principal residence indebtedness, subsection
(a)(1)(E) shall apply only to so much of the
amount discharged as exceeds the amount of
the loan (as determined immediately before
such discharge) which is not qualified prin-
cipal residence indebtedness.

(5) Principal residence

For purposes of this subsection, the term
‘“‘principal residence’ has the same meaning as
when used in section 121.

(i) Deferral and ratable inclusion of income aris-

ing from business indebtedness discharged
by the reacquisition of a debt instrument

(1) In general

At the election of the taxpayer, income from
the discharge of indebtedness in connection
with the reacquisition after December 31, 2008,
and before January 1, 2011, of an applicable
debt instrument shall be includible in gross in-
come ratably over the 5-taxable-year period
beginning with—

(A) in the case of a reacquisition occurring
in 2009, the fifth taxable year following the
taxable year in which the reacquisition oc-
curs, and

(B) in the case of a reacquisition occurring
in 2010, the fourth taxable year following the
taxable year in which the reacquisition oc-
curs.

(2) Deferral of deduction for original issue dis-
count in debt for debt exchanges

(A) In general

If, as part of a reacquisition to which para-
graph (1) applies, any debt instrument is is-
sued for the applicable debt instrument
being reacquired (or is treated as so issued
under subsection (e)(4) and the regulations
thereunder) and there is any original issue
discount determined under subpart A of part
V of subchapter P of this chapter with re-
spect to the debt instrument so issued—

(i) except as provided in clause (ii), no
deduction otherwise allowable under this
chapter shall be allowed to the issuer of
such debt instrument with respect to the
portion of such original issue discount
which—

(I) accrues before the 1st taxable year
in the 5-taxable-year period in which in-
come from the discharge of indebtedness
attributable to the reacquisition of the
debt instrument is includible under para-
graph (1), and

(IT) does not exceed the income from
the discharge of indebtedness with re-
spect to the debt instrument being reac-
quired, and

(ii) the aggregate amount of deductions
disallowed under clause (i) shall be allowed
as a deduction ratably over the 5-taxable-
year period described in clause (i)(I).

If the amount of the original issue discount
accruing before such 1st taxable year ex-
ceeds the income from the discharge of in-
debtedness with respect to the applicable
debt instrument being reacquired, the deduc-
tions shall be disallowed in the order in
which the original issue discount is accrued.

TITLE 26—INTERNAL REVENUE CODE

Page 460

(B) Deemed debt for debt exchanges

For purposes of subparagraph (A), if any
debt instrument is issued by an issuer and
the proceeds of such debt instrument are
used directly or indirectly by the issuer to
reacquire an applicable debt instrument of
the issuer, the debt instrument so issued
shall be treated as issued for the debt instru-
ment being reacquired. If only a portion of
the proceeds from a debt instrument are so
used, the rules of subparagraph (A) shall
apply to the portion of any original issue
discount on the newly issued debt instru-
ment which is equal to the portion of the
proceeds from such instrument used to reac-
quire the outstanding instrument.

(3) Applicable debt instrument

For purposes of this subsection—
(A) Applicable debt instrument

The term ‘‘applicable debt instrument”
means any debt instrument which was issued
by—

(i) a C corporation, or
(ii) any other person in connection with
the conduct of a trade or business by such
person.
(B) Debt instrument

The term ‘‘debt instrument’” means a
bond, debenture, note, certificate, or any
other instrument or contractual arrange-
ment constituting indebtedness (within the
meaning of section 1275(a)(1)).

(4) Reacquisition
For purposes of this subsection—
(A) In general

The term ‘‘reacquisition” means, with re-
spect to any applicable debt instrument, any
acquisition of the debt instrument by—

(i) the debtor which issued (or is other-
wise the obligor under) the debt instru-
ment, or

(ii) a related person to such debtor.

(B) Acquisition

The term ‘‘acquisition’ shall, with respect
to any applicable debt instrument, include
an acquisition of the debt instrument for
cash, the exchange of the debt instrument
for another debt instrument (including an
exchange resulting from a modification of
the debt instrument), the exchange of the
debt instrument for corporate stock or a
partnership interest, and the contribution of
the debt instrument to capital. Such term
shall also include the complete forgiveness
of the indebtedness by the holder of the debt
instrument.

(5) Other definitions and rules

For purposes of this subsection—
(A) Related person

The determination of whether a person is
related to another person shall be made in
the same manner as under subsection (e)(4).
(B) Election

(i) In general

An election under this subsection with
respect to any applicable debt instrument
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shall be made by including with the return
of tax imposed by chapter 1 for the taxable
year in which the reacquisition of the debt
instrument occurs a statement which—
(I) clearly identifies such instrument,
and
(IT) includes the amount of income to
which paragraph (1) applies and such
other information as the Secretary may
prescribe.

(ii) Election irrevocable
Such election, once made, is irrevocable.
(iii) Pass-thru entities

In the case of a partnership, S corpora-
tion, or other pass-thru entity, the elec-
tion under this subsection shall be made
by the partnership, the S corporation, or
other entity involved.

(C) Coordination with other exclusions

If a taxpayer elects to have this subsection
apply to an applicable debt instrument, sub-
paragraphs (A), (B), (C), and (D) of sub-
section (a)(1) shall not apply to the income
from the discharge of such indebtedness for
the taxable year of the election or any sub-
sequent taxable year.

(D) Acceleration of deferred items
(i) In general

In the case of the death of the taxpayer,
the liquidation or sale of substantially all
the assets of the taxpayer (including in a
title 11 or similar case), the cessation of
business by the taxpayer, or similar cir-
cumstances, any item of income or deduc-
tion which is deferred under this sub-
section (and has not previously been taken
into account) shall be taken into account
in the taxable year in which such event oc-
curs (or in the case of a title 11 or similar
case, the day before the petition is filed).

(ii) Special rule for pass-thru entities

The rule of clause (i) shall also apply in
the case of the sale or exchange or redemp-
tion of an interest in a partnership, S cor-
poration, or other pass-thru entity by a
partner, shareholder, or other person hold-
ing an ownership interest in such entity.

(6) Special rule for partnerships

In the case of a partnership, any income de-
ferred under this subsection shall be allocated
to the partners in the partnership imme-
diately before the discharge in the manner
such amounts would have been included in the
distributive shares of such partners under sec-
tion 704 if such income were recognized at
such time. Any decrease in a partner’s share of
partnership liabilities as a result of such dis-
charge shall not be taken into account for pur-
poses of section 752 at the time of the dis-
charge to the extent it would cause the part-
ner to recognize gain under section 731. Any
decrease in partnership liabilities deferred
under the preceding sentence shall be taken
into account by such partner at the same
time, and to the extent remaining in the same
amount, as income deferred under this sub-
section is recognized.
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(7) Secretarial authority

The Secretary may prescribe such regula-
tions, rules, or other guidance as may be nec-
essary or appropriate for purposes of applying
this subsection, including—

(A) extending the application of the rules
of paragraph (5)(D) to other circumstances
where appropriate,

(B) requiring reporting of the election (and
such other information as the Secretary
may require) on returns of tax for subse-
quent taxable years, and

(C) rules for the application of this sub-
section to partnerships, S corporations, and
other pass-thru entities, including for the al-
location of deferred deductions.
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2372, 2398; Pub. L. 98-369, div. A, title I, §59(a),
(b)(1), title IV, §474(r)(5), title VII, §721(b)(2),
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966, 1053; Pub. L. 99-514, title I, §104(b)(2), title II,
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Nov. 10, 1988, 102 Stat. 3385, 3387; Pub. L. 101-508,
title XI, §§11325(a)(1), (b), 11813(b)(6), Nov. 5, 1990,
104 Stat. 1388-466, 1388-551; Pub. L. 103-66, title
X111, §§13150(a)—(c)(5), 13226(a)(1), (2)(B), (b)(1)—(3),
Aug. 10, 1993, 107 Stat. 446-448, 487, 488; Pub. L.
104-188, title I, §1703(n)(2), Aug. 20, 1996, 110 Stat.
1877; Pub. L. 105-34, title II, §225(a), Aug. 5, 1997,
111 Stat. 820; Pub. L. 105-206, title VI, §6004(f),
July 22, 1998, 112 Stat. 795; Pub. L. 107-147, title
IV, §402(a), Mar. 9, 2002, 116 Stat. 40; Pub. L.
108-357, title III, §320(a), title VIII, §896(a), Oct.
22, 2004, 118 Stat. 1473, 1648; Pub. L. 110-142,
§2(a)-(c), Dec. 20, 2007, 121 Stat. 1803, 1804; Pub.
L. 110-343, div. A, title III, §303(a), Oct. 3, 2008,
122 Stat. 3807; Pub. L. 111-5, div. B, title I,
§1231(a), Feb. 17, 2009, 123 Stat. 338; Pub. L.
111-148, title X, §10908(a), Mar. 23, 2010, 124 Stat.
1021.)

REFERENCES IN TEXT

Sections 338B(g) and 338I of the Public Health Service
Act, referred to in subsec. (f)(4), are classified to sec-
tions 2541-1(g) and 254q-1, respectively, of Title 42, The
Public Health and Welfare.

AMENDMENTS

2010—Subsec. (f)(4). Pub. L. 111-148 amended par. (4)
generally. Prior to amendment, text read as follows:
““‘In the case of an individual, gross income shall not in-
clude any amount received under section 338B(g) of the
Public Health Service Act or under a State program de-
scribed in section 338I of such Act.”

2009—Subsec. (i). Pub. L. 111-5 added subsec. (i).

2008—Subsec. (a)(1)(E). Pub. L. 110-343 substituted
“January 1, 2013 for ‘“‘January 1, 2010°°.

2007—Subsec. (a)(1)(E). Pub. L. 110-142, §2(a), added
subpar. (E).

Subsec. (a)(2)(A). Pub. L. 110-142, §2(c)(1), substituted
“(D), and (E)” for ‘“‘and (D).
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Subsec. (a)(2)(C). Pub. L. 110-142, §2(c)(2), added sub-
par. (C).

Subsec. (h). Pub. L. 110-142, §2(b), added subsec. (h).

2004—Subsec. (e)(8). Pub. L. 108-357, §896(a), amended
heading and text of par. (8) generally. Prior to amend-
ment, text read as follows: ‘‘For purposes of determin-
ing income of a debtor from discharge of indebtedness,
if a debtor corporation transfers stock to a creditor in
satisfaction of its indebtedness, such corporation shall
be treated as having satisfied the indebtedness with an
amount of money equal to the fair market value of the
stock.”

Subsec. (f)(4). Pub. L. 108-357, §320(a), added par. (4).

2002—Subsec. (A)(7T)(A). Pub. L. 107-147 inserted
¢, including by not taking into account under section
1366(a) any amount excluded under subsection (a) of
this section’ before period at end.

1998—Subsec. (f)(2). Pub. L. 105206, §6004(f)(1), amend-
ed concluding provisions generally. Prior to amend-
ment, concluding provisions read as follows: ‘“The term
‘student loan’ includes any loan made by an edu-
cational organization so described or by an organiza-
tion exempt from tax under section 501(a) to refinance
a loan meeting the requirements of the preceding sen-
tence.”

Subsec. (f)(3). Pub. L. 105-206, §6004(f)(2), struck out
‘“‘(or by an organization described in paragraph (2)(E)
from funds provided by an organization described in
paragraph (2)(D))”’ after ‘‘paragraph (2)(D)”’.

1997—Subsec. (£)(2). Pub. L. 105-34, §225(a)(1), added
subpar. (D) and concluding provisions and struck out
former subpar. (D) which read as follows: ‘‘any edu-
cational organization so described pursuant to an
agreement with any entity described in subparagraph
(A), (B), or (C) under which the funds from which the
loan was made were provided to such educational orga-
nization.”

Subsec. (f)(2)(B). Pub. L. 105-34, §225(a)(1), struck out
“or” at end.

Subsec. (f)(3). Pub. L. 105-34, §225(a)(2), added par. (3).

1996—Subsec. (d)(9)(A). Pub. L. 104-188 substituted
“paragraph (3)(C)” for ‘‘paragraph (3)(B)”.

1993—Subsec. (a)(1)(D). Pub. L. 103-66, §13150(a), added
subpar. (D).

Subsec. (a)(2)(A). Pub. L. 103-66, §13150(c)(1),
stituted ¢, (C), and (D) for “‘and (C)”.

Subsec. (a)(2)(B). Pub. L. 103-66, §13150(c)(2), amended
heading and text of subpar. (B) generally. Prior to
amendment, text read as follows: ‘‘Subparagraph (C) of
paragraph (1) shall not apply to a discharge to the ex-
tent the taxpayer is insolvent.”

Subsec. (b)(2)(C) to (E). Pub. L. 103-66, §13226(b)(1),
added subpar. (C) and redesignated former subpars. (C)
and (D) as (D) and (E), respectively. Former subpar. (E)
redesignated (F).

Subsec. (b)(2)(F). Pub. L. 103-66, §13226(b)(2), added
subpar. (F). Former subpar. (F) redesignated (G).

Pub. L. 103-66, §13226(b)(1), redesignated subpar. (E) as
().
Subsec. (b)(2)(G). Pub. L. 103-66, §13226(b)(2), redesig-
nated subpar. (F) as (G).

Subsec. ()(3)(B). Pub. L. 103-66, §13226(b)(3)(A),
amended heading and text of subpar. (B) generally.
Prior to amendment, text read as follows: ‘“The reduc-
tions described in subparagraphs (B) and (E) of para-
graph (2) shall be 33% cents for each dollar excluded by
subsection (a).”’

Subsec. (b)(4)(B). Pub. L. 103-66, §13226(b)(3)(B), sub-
stituted ‘““(D)” for *“(C)”’ in heading and text.

Subsec. (b)(4)(C). Pub. L. 103-66, §13226(b)(3)(C), sub-
stituted ‘“(G)” for *“(E)”’ in heading and text.

Subsec. (c¢). Pub. L. 103-66, §13150(b), added subsec. (c).

Subsec. (d). Pub. L. 103-66, §13150(c)(3)(B), substituted
‘“‘certain provisions’ for ‘‘subsections (a), (b) and (g)”’
in heading.

Subsec. (d)(6), (T(A). Pub. L. 103-66, §13150(c)(3)(A),
(C), substituted ‘‘Certain provisions’ for ‘‘Subsections
(a), (b) and (g)”’ in heading and ‘‘subsections (a), (b), (c),
and (g)” for “‘subsections (a), (b), and (g)”’ in text.

Subsec. (A)(7)(B). Pub. L. 103-66, §13150(c)(4), inserted
at end ‘““The preceding sentence shall not apply to any

sub-
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discharge to the extent that subsection (a)(1)(D) applies
to such discharge.”’

Subsec. (d)(9)(A). Pub. L. 103-66, §13150(c)(5), inserted
‘“‘or under paragraph (3)(B) of subsection (c)” after
‘‘subsection (b)’’.

Subsec. (e)(6). Pub. L. 103-66, §13226(a)(2)(B), sub-
stituted ‘“‘Except as provided in regulations, for” for
“For”.

Subsec. (e)(8). Pub. L. 103-66, §13226(a)(1)(B), amended
heading and text of par. (8) generally. Prior to amend-
ment, text read as follows: ‘“‘For purposes of determin-
ing income of the debtor from discharge of indebted-
ness, the stock for debt exception shall not apply—

‘“(A) to the issuance of nominal or token shares, or
‘“(B) with respect to an unsecured creditor, where
the ratio of the value of the stock received by such
unsecured creditor to the amount of his indebtedness
cancelled or exchanged for stock in the workout is
less than 50 percent of a similar ratio computed for
all unsecured creditors participating in the workout.
Any stock which is disqualified stock (as defined in
paragraph (10)(B)(ii)) shall not be treated as stock for
purposes of this paragraph.”

Subsec. (e)(10), (11). Pub. L. 103-66, §13226(a)(1)(A), re-
designated par. (11) as (10) and struck out former par.
(10) which related to satisfaction of indebtedness by
transfer of corporation’s stock.

Subsec. (2)(3)(B). Pub. L. 103-66, §13226(b)(3)(D), sub-
stituted ‘‘subparagraphs (A), (B), (C), (D), (F), and (G)”
fo